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I 


Amone plans for the reform of American taxation 
the proposal to separate the sources of state and local 
revenues holds a conspicuous place. Eminent author- 
ities declare it the “ necessary starting point of 
reform,” and “ the indispensable initial step’ to any 
substantial progress. In one commonwealth com- 
plete separation has already been effected, and in a 
number of others the process is thought to be well 
advanced. Yet there has always been dissent, and 
of late the plan has encountered increasing criticism 


1 An Address delivered before the League of Virginia Municipalities, Oct. 7, 1909. 
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from persons sincerely interested in the cause of tax 
reform. 

As the name implies, the proposal is that state and 
local revenues shall be drawn from separate sources. 
When first advanced, the plan was that the states 
should derive their income wholly from taxes on 
inheritances, corporations, and some other indepen- 
dent sources, and that local revenues should be raised 
by taxes on property. More recently, and as an 
alternative, it has been proposed that only part — 
tho perhaps the greater part — of the state revenues 
shall be raised by independent taxes, and that the 
remainder shall be obtained by a direct tax appor- 
tioned among the local bodies in proportion to their 
respective local revenues or expenditures. In both 
the original and the alternative forms, plans for 
separation usually, tho I believe not necessarily, con- 
template that the local governments shall be left 
comparatively free to determine what property shall 
be taxed and what exempted from local taxation. 
And in both, the essential feature is declared to be 
that there shall be no direct state tax apportioned 
among local units according to their assessed valua- 
tion. 

The advantages claimed for the plan of separation 
are numerous, but the more important are four in 
number.. The first is that existing inequalities in 
state taxation would be removed, and substantial 
justice reached in the distribution of the burden. 
Boards of equalization have signally failed to secure 
a just apportionment of direct state taxes distributed 
according to valuation, and must always fail, since 
they have imperfect knowledge of local conditions, 
are subject to pressure of local interests or the vicis- 
situdes of politics, and in any case would be impotent 
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to overcome the mutual mistrust and antagonism of 
local taxing authorities. But if the states, following 
natural lines of demarcation between central and 
local functions, create independent revenues from 
inheritances, corporations, and other sources, it is 
said that a just distribution will be automatically 
secured — the states retaining what properly belongs 
to them and leaving to the localities the general mass 
of property naturally subject to local jurisdiction. 
And if more money is needed than the states can 
conveniently obtain from independent taxes, it is 
believed that the plan of apportioning a direct tax 
according to local expenditures or revenues offers a 
just method of distribution requiring for its adminis- 
tration nothing but the collection of accurate statistics: 
The second advantage is said to be that the aboli- 
tion of the state tax apportioned according to local 
valuations will remove the inducements to under- 
value property subject to local taxation, and lead 
automatically to full and fair valuations. In any 
event, boards of equalization will no longer be neces- 
sary, since it will be immaterial to the taxpayers of 
one county whether property in other counties is 
assessed at fifty, sixty, or one hundred per cent of its 
true value. And it is sometimes added that for purely 
local taxation it makes no difference to any one whether 
there is a low valuation of property with a high tax 
rate or a high valuation with a low tax rate. 
4, The third benefit expected to result from separa- 
tion is that such an adjustment of state and local 
revenues would remove that diversity of local inter- 
ests which in our legislatures blocks most attempts 
to modify tax laws, and would open the way for other 
desirable changes. The direct state tax, apportioned 
according to valuations, binds each locality to every 
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other in a single system which is hard to alter since 
any change may affect adversely the interests of 
particular localities, or, what is the same thing so 
far as legislation is concerned, may be feared to affect 
those interests adversely. With this tax either re- 
moved or apportioned according to local expenditures, 
it is believed that local suspicions and antagonisms 
would largely disappear, and that progressive legis- 
lation would become possible. It is chiefly for this 
reason, I take it, that separation of state and local 
revenues has been considered “‘ the necessary start- 
ing point of reform.” 

And the fourth advantage usually, tho not always, 
claimed for the plan is that, under it, the various 
local governments might be granted either partial or 
complete freedom in selecting methods of taxation. 
This I believe to be no necessary part of the scheme, 
since it is conceivable that a state, after establishing 
independent revenues for its own use, might consider 
it safer to prescribe the methods by which local reve- 
nues should be raised. But it is usually set forth as 
one of the chief advantages of separation, and under 
the caption “ local option,” “ home rule in taxation,” 
or some other attractive name of supposedly popular 
character, figures prominently in plans of tax reform. 
The chief reason advanced in its favor is that, since 
local conditions differ, each community should be 
free to adjust its fiscal system to its own needs and 
should be free to work out its own salvation in matters 
of taxation. Uniformity in tax laws is considered 
undesirable, and the need of the time is declared to be 
freedom of experimentation. 
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II 


This is the case in favor of separation. Its strength 
at some points must be frankly conceded, and it is 
supported by weighty authority. I must add that 
formerly, and largely through respect for authority, 
I fully accepted the proposal. Further study, how- 
ever, has brought change of view, and compels me 
to join the dissenters. 

In the first place I can see no guarantee, or even 
probability, that separation would ensure a just dis- 
tribution of the burden of state taxation. It is pro- 
posed to create independent sources of revenue in 
conformity with the natural division of state and 
local functions, and it is thought that in this manner 
a just distribution will be reached automatically. 
But there is no necessary and automatic connection 
between the division of governmental functions and 
the apportionment of sources of revenue. The for- 
mer should be determined primarily with reference 
to convenience and efficiency of administration; the 
latter should depend chiefly upon comparative fis- 
cal needs and resources. The national government 
charters and regulates national banks, but concedes 
to the states, under proper restrictions, the power to 
tax the capital stock and real estate of these institu- 
tions; and if it ever grants charters of incorporation 
to companies engaged in interstate commerce, we 
cannot doubt that the states will retain power to tax 
the property of such corporations. In these cases 
the governmental function is of a national character, 
but the property remains subject to state and local 
taxation because fiscal, and doubtless political, con- 
ditions require that it shall so remain. And similarly 
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with the relations between the states and the local 
governing bodies. The State of New York admin- 
isters the liquor license tax and shares the revenue 
with the local bodies; in Massachusetts the towns 
and cities administer this tax and share the revenue 
with the commonwealth. What natural and auto- 
matic connection is there in these cases between the 
division of functions and the apportionment of rev- 
enue? So far as any rational principle controlled 
the latter, it was probably the consideration of fiscal 
needs; but it is probable also that politics was the 
chief factor controlling the division. I do not say 
that there is never a coincidence between the allot- 
ment of functions and the allotment of revenues, — 
indeed, the customs revenue of the national govern- 
ment furnishes an example of such coincidence; but 
I do maintain that the controlling factor in the dis- 
tribution of functions is administrative convenience, 
that the controlling factor in the assignment of 
revenues should be comparative fiscal need, and that 
between the two there is no necessary and automatic 
connection. 

This conclusion is readily confirmed by study of 
the particular sources of revenue which it is proposed 
to allot the states. The inheritance tax is always on 
the list, and in the United States the propriety of such 
allocation cannot be questioned at the present day. 
But this is because the tax takes from the local bodies 
nothing that they formerly possessed, and because, 
further, the yield is not large as compared with the 
needs of the states. If fiscal conditions were differ- 
ent, it might be convenient to divide the proceeds 
between the central and local governments, as is done 
in Great Britain with the proceeds of the death duties. 
Fiscal convenience, evidently, is the controlling factor, 
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and not an automatic connection between govern- 
mental functions and sources of revenue. 

Taxes on corporations, particularly tho not exclu- 
sively public-service corporations, are considered also 
to belong peculiarly to the states. If the taxes in 
question are confined to small annual payments for 
the franchise, as in New Jersey, I have no quarrel 
with the convenience of the arrangement. But if, 
under whatever guise or name, they are collected 
practically from property thereby withdrawn from 
local taxation, I deny that the arrangement is neces- 
sarily convenient or just. I do not question in the 
least the desirability and even necessity of the assess- 
ment of many kinds of corporations by state boards, 
or even the collection of corporation taxes by the 
states. But when a state appropriates to its own use 
the revenue from such sources, it is distributing the 
burden of state expenditures among the local units 
in proportion to the number and extent of the in- 
corporated enterprises in each district, and this process 
results in a hit-or-miss distribution that accords with | 
no conceivable principle of justice. True, the taxable 
values of some corporations, as railroads, are hard to 
localize; but this does not justify the state in assess- 
ing no tax upon districts not reached by railroads, a 
light tax upon localities where the roads occupy land 
of little value, and a tax of crushing weight upon a 
terminal city. It may well be that the tax should 
not be alloted wholly to the localities traversed by 
the roads — I cannot undertake in this paper a solu- 
tion of the problem; but I maintain that the state 
has no natural and necessary right to the entire tax, 
and that the proper solution must be distribution in 
accordance with fiscal needs, and not distribution in 
conformity to governmental functions. 
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Many other examples might be given; I have time 
to cite but a few. If I deposit money in a national 
bank in Cambridge, I am required to pay the regular 
: local tax on such deposit, but if I cross the street and 
place the money in a savings bank the tax will be paid 
iby the bank and appropriated for the use of the state. 
If Smith, Jones, and Brown form a partnership to 
conduct some form of mercantile business in Boston, 
they will pay a local tax on their merchandise and 
other stock in trade. But if they incorporate under 
the laws of the commonwealth, the tax, according to 
the advocates of separation, naturally belongs to the 
state and not to the city in which the business is 
carried on. Search as you will, you will find no neces- 
sary and natural connection between the action of the 
state in chartering or regulating corporations and the 
just allocation of taxes assessed on the property or 
business of incorporated companies. 

And the same is true of the other proposed sources 
of independent revenue for the use of the states. The 
controlling consideration always should be of a fiscal 
character, tho in practice it is quite as likely to be 
political. The withdrawal of property from local 
taxation, either partly or wholly, merely distributes 
the state taxes in proportion to the respective interests 
of the different localities in such property, and can 
give no assurance of a just distribution. 


There remains the alternative plan that a substan- 
tial part of the state revenue be raised by a direct tax 
apportioned according to local expenditures or reve- 
nues. In support of this it is said that the amount of 
money expended for local government is a fair index 
of a community’s wealth and of its ability to contrib- 
ute to the support of the state government. With 


























individuals it would probably be admitted that ex- 
penditure is not a satisfactory index of ability, but 
with communities the case is thought to be otherwise; 
and the further suggestion is made that a state tax 
apportioned according to expenditures would be a 
salutary restraint upon local extravagance. 

I must admit that when this proposal was first 
advanced it impressed me as attractive in many ways; 
but I now believe that there is a better remedy for 
existing inequalities in the apportionment of state 
taxes, and that this method of distribution is unjust 
and in other ways undesirable. It is unjust because 
communities, like individuals, differ in need and in 
disposition to adopt a liberal scale of expenditure. 
Their needs differ on account of differences in situa- 
tion and in the character of their population; and to 
tax in proportion to expenditures absolutely neces- 
sary for public works, public schools, and protection 
to life or property, is to tax the more necessitous com- 
munities for the benefit of the more fortunate. Again, 
communities differ in their disposition to provide 
improved forms of public service which modern con- 
ditions make highly desirable. Better schools, im- 
proved highways, increased care for public health 
and sanitation, more intelligent and humane treat- 
ment of dependent, defective, and delinquent classes 
—these things are imperatively required by the 
conditions of our age; and to impose a larger share of 
state taxation on the communities that exhibit the 
most progressive spirit would be extremely short- 
sighted and objectionable. By so doing we might, 
indeed, curtail local expenditures, but we should 
certainly repress many desirable improvements in 
public service. Extravagance, no doubt, exists, and 
is always to be deplored; but I am not anxious to see 
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it checked in any way except by improvement in the 
spirit and methods of government, and least of all 
by a method that taxes progressive communities for 
the benefit of unprogressive. For these reasons I hold 
that apportionment by expenditure would overtax the 
least fortunate, place a penalty on progress, and divert 
attention from the true method of dealing with local 
extravagance. 

To meet such criticism it has been said that, after 
all, the state taxes are comparatively light, so that 
the objection has little force. This is true in some 
states, as in Massachusetts, but is absolutely untrue 
in others where the outlay of the commonwealth is 
a very large part of the total expenditure. It can be 
true in very few states that levy a state tax for the 
support of public schools; and wherever such a levy 
is made, apportionment by expenditure would be 
likely to defeat the very purpose of the school tax, 
which is to equalize educational opportunities. Since 
another remedy can be found for existing evils, I 
believe that the proposed method of apportioning 
the state tax must be rejected without reservation 
or qualification. 


XQ My. second general criticism of the plan of separa- 


tion is that it will not remove all inducements to 
undervaluation of property subject to local taxation, 
or lead automatically and surely to full and fair 
valuations. Abolition of the state tax or apportion- 
ment by expenditures would undoubtedly remove 
one inducement to undervaluation, but unfortunately 
there are others. First there are the county taxes, 
which in the United States in the year 1902 exoseted 
by seventy-five per cent the direct taxes levied for 
the use of the states and territories. There may be 
states in which conflicts of local interests do not 
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arise within the separate counties, but in many, if not 
most, county assessments are now vitiated by the 
same forces that affect so unfortunately the appor- 
tionment of the state levy. In all such cases separa- 
tion would hardly reach the roots of our present 
difficulties. A second reason for the continuance of 
local undervaluation is the fear of taxpayers that, if 
property is assessed at its true value, the ultimate 
result will be hot a lower tax-fate but larger expen- 
ditures and an increase in the actual burden of taxa- 
tion; and the experience of some communities that 
have raised valuations with a view to reducing tax 
rates lends some force to this apprehension. And a 
final reason is that the full and fair assessment of all 
property, even real estate, is not a simple task, as 
sometimes assumed; but a work requiring skill, ex- 
perience, and freedom from political or personal 
influence. In the State of Wisconsin the opinion of 
the best judges is that the practical separation of 
revenues there accomplished has not affected appre- 
ciably the work of local assessors. The truth is that 
Jthe evils of which complaint is made are more deep- 
seated than the advocates of separation have ever 
realized, and would not be removed by the plans they 
Propose. 

But it is said that undervaluation, even if it were 
to continue, would not be a thing of much importance 
after the state tax had been abolished, since it would 
work no injustice between different counties. And, 
for local purposes, there is said to be no difference 
between a low valuation with a high tax rate and a 
high valuation with a low tax rate. This I believe | 
to be a great mistake. In the first place if the law 
now prescribes assessment at the true value, it should 
be either obeyed or amended; and boards of assessors 
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who wilfully disregard the statutes at one point are 
almost certain to violate them at others. Can the 
habitual disregard of laws relating to taxation be 
admitted to be a matter of little moment? And in 
the second place it seems clear that the true rule is 
assessment at the full value, if we wish to secure 
equality of individual assessments within the same 
community. Investigations have shown that when 
assessors, with the best intentions, undertake to 
undervalue all property at some uniform percentage, 
say seventy per cent, they will value some parcels of 
real estate as low as twenty per cent of the true value 
and others as high as one hundred and twenty per 
cent. For this there is a simple explanation. If the 
practice is to assess realty at its true value the assessor 
has a definite mark at which to aim, and the taxpayer 
a definite standard by which to compare his own 
assessment with his neighbor’s; but when under- 
valuation prevails the work is beset with uncertainty, 
the detection of errors is difficult, and glaring inequali- 
ties escape notice. 

Not only should local officials aim at a full valua-}; 
tion of taxable property, but it is becoming increas- 
ingly clear that in this work they should have the 
advice, support, and, when necessary, compulsion of i. 
the state. Experience shows, both in this and other 
countries, that local assessments of property, income, 
or business need constant supervision and control by 
some central authority. I do not refer to mere 
“ equalization ” by boards of the old-fashioned type, 
but to genuine supervision, by commissions clothed 
with necessary authority over the methods and, when 
necessary, the details of local assessments. This 
raises a question too large to be considered adequately 
here; and I can only refer you to the work accom- 
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plished by such commissions in Indiana, Wisconsin, 
Minnesota, Washington, and a few other states, which 
has been described in various papers contained in the 
Proceedings of the International Tax Association. 
I am aware that centralization has its disadvantages 
as well as advantages; I could even wish that in this 
case it were not necessary; but I am convinced that 
local boards of assessors need to be supervised by a 
central body of experts, specialists in their appro- 
priate field, and free from personal, local, or political 
influences. Instead of abandoning the effort to secure 
full and fair valuation, the duty of the state, after 
enacting a rational system of tax laws, is to insist 
upon the strict enforcement of those laws in letter and 
in spirit. This may be a difficult task; it certainly 
will not be accomplished in a day. But this is no 
reason for discouragement, and certainly no excuse 
for taking what can plainly be seen to be a step in the 
wrong direction. 

The third criticism of the program of the separa- 
tionists is that it would not put an end to diversity 
of local interests in tax legislation. At some points, 
I concede, it might do so; but at others the old antag- 
onisms would remain, and would lead to most unfor- 
tunate consequences. For the independent revenues 
of the states must come from somewhere, and most 
of the special taxes which it is proposed to assign the 
commonwealths can be seen clearly to burden some 
localities more than others. All of the plans with 
which I am familiar would have for their net result 
the shifting of a considerable share of state taxation 
from rural districts to urban, and particularly to the 
larger urban centers. Indeed this is frankly avowed 
by leading advocates of separation, and considered 
to be one of the merits of the plan. Whether, in view 
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of the problems confronting the modern city, such a 
result is desirable, I cannot now consider; but the 
transfer of burdens must arouse the same local antago- 
nisms that attend the apportionment of our present 
state taxes, and in the process city interests would 
be arrayed against country as they so often are in 
our legislatures and boards of equalization. 

In Massachusetts the problem of distributing the 
proceeds of the general corporation tax has for years 
arrayed the residential towns and cities against the 
manufacturing and commercial centers, principally 
the city of Boston. In Connecticut, during the past 
winter, it is reported that the problem of raising addi- 
tional revenue for the state brought on a contest 
between city and couniry interests. In the state 
where complete separation has been accomplished, 
the division of the liquor license tax and the enact- 
ment of a tax on stock transfers seem to have arrayed 
the virtuous and unselfish ‘‘ up-state ’’ counties against 
the wicked city of New York. If you will read the 
reports of tax commissions that have recommended 
plans for separating state and local revenues, you 
will find that altho appeal is made to abstract justice 
or scientific principles of taxation, care is usually 
taken to construct statistical tables showing that a 
majority of counties, or towns and cities, will pay less 
under the new arrangement than under the old. And 
as for the average legislator, you may rest assured 
that, while he will cheerfully agree with you that what 
we want is fair play and a square deal all around, his 
first, and usually last, question will be, How does 
your scheme affect my district? Until you can 
devise taxes that come from nowhere and are paid by 
no one, you may depend upon it that the quest of new 
sources of state revenue ordinarily means a search 
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for taxes that some other fellow or other district will 
have to pay, and that imposts of most objectionable 
character may be established if thereby a combina- 
tion of towns or counties can unload state charges 
on one or more large cities as convenient beasts of 
burden. If the time has come or ever shall come 
when taxes resting upon country districts must be 
transferred to large cities, I submit that the transfer 
should be effected according to some rational principle, 
and not by the hit-or-miss methods contemplated by 
the advocates of separation; and venture the further 
suggestion that we cannot expect to effect the change 
without arousing local jealousies and antagonisms. 

A fourth criticism concerns the proposal usually 
made by separationists to confer upon local govern- 
ments freedom to devise their own systems of taxa- 
tion. ‘This is advocated by those who believe that 
taxes on personal property ought to be abolished, 
and think that if local option were permitted, some 
communities, perhaps many, would grant such exemp- 
tion. It is favored also by our friend the single taxer, 
who hopes that some communities would elect to 
place all their taxes upon land values. Neither the 
merits of the single tax nor the desirability of exempt- 
ing personal property can be considered in this paper; 
I can only state my opinion that the remedy for the 
shocking evils that now exist is to be found in a proper 
classification of property for. taxation, coupled with 
state supervision of the work of assessment. From 
my own point of view, therefore, local option, or home 
rule in taxation, has no attractions; and it must be 
still less attractive to those who believe that all prop- 
erty should be taxed at a uniform rate. 

The reason usually assigned for the proposal is that 
local conditions differ very widely, and that each 
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community is the best, indeed the only, judge of its 
own needs. But I believe that there are few advo- 
cates of local option who, after prolonged considera- 
tion of such diversities, would not in any concrete 
case recommend either total exemption of all person- 
alty or the single tax. And I have often heard the 
opinion expressed that if any locality should hold out 
to investors the prospect of total exemption of per- 
sonal property, — to say nothing of exemption of 
improvements on land, — capital and industries would 
migrate to that district in such volume that other 
places would be forced to grant similar exemptions 
if they desired to retain any part of their movable 
wealth. I cannot, then, believe that the real purpose 
of most advocates of the plan is anything but the 
ultimate establishment of a uniform system of exemp- 
tion of certain classes of property, and the concentra- 
tion of local taxes on real estate or on land values 
alone. Such a program is difficult to carry through 
state legislatures where the farmers have a voice, but 
it might readily be accepted in large cities where only 
a small fraction of the voters are owners of real estate. 
Until we are prepared to accept state-wide uniformity 
in the concentration of local taxes upon real estate 
or land values, we are bound to oppose local option 
as a remedy for real or alleged diversities of local con- 
ditions and needs. 

If, however, I am wrong in believing that the pur- 
pose and possible result of local option is what I have 
represented it, and if the outcome of the experiment 
would be the establishment of diverse local methods 
of taxing many or most kinds of property and business, 
it is easy to show that such diversity, unless narrowly 
restricted by state law, would give rise to undesirable, 
even intolerable conditions. Suppose that one county 
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should decide to tax mortgages as an interest in real 
estate where the land lies, that another continues to 
tax mortgages as personal property, and that the state, 
in its quest of independent revenues, establishes a 
recording mortgage tax. Then the interest the mort- 
gagee has in the land would be taxed in the first county, 
the mortgage note might be taxed in the second, and 
the state would impose a third tax at the time the 
mortgage was recorded. In the assessment of taxes 
on business enterprises owning property and con- 
ducting operations in two or more places, similar 
opportunities would exist for double or multiple taxa- 
tion; and other cases would probably arise in which 
similar injustice would be perpetrated. So far as I 
know, no country permits any such degree of local 
option, and the only result in the United States would 
be local chaos, assuming still that most forms of 
property and business would remain on the list of 
taxables. This is not to say that no latitude what- 
ever should be allowed local govermnents. Such a 
tax as the habitation tax, which does not affect the 
distribution of capital or offer opportunity for unjust 
double taxation, might be introduced, if any commu- 
nity desired it, in connection with other taxes; and 
there may be one or two other taxes the use of which 
could safely be made permissive. But with such 
possible exceptions, the forms and methods of local 
taxation should be prescribed by state law, and few 
things could be more undesirable than the wide dis- 
cretion it is proposed to grant local governing bodies. 

A fifth and final criticism lies against that form of 
separation which contemplates drawing all the revenue 
of the states from independent sources, without a 
direct tax of any sort or description. To this the objec- 
tion is that it leaves the states without an elastic tax 





454 QUARTERLY JOURNAL OF ECONOMICS 


which can readily be increased when more revenue is 
needed, and reduced when a surplus is foreseen. Taxes 
on inheritances ought to be levied at unchanging rates 
in order to secure equality in the distribution of their 
burden; nothing can be more unequal than to tax at 
a high rate an estate probated in a year of a deficit, 
and to tax at a low rate one that is transferred in a 
year that shows a surplus. Taxes on corporations 
are either levied at fixed rates, or at rates depending 
on the aggregate of local taxation. They might be 
made to vary with the needs of the commonwealth, 
but such a proposal would probably encounter so 
much opposition as to postpone to the Greek Kalends 
a plan of separation contingent upon its acceptance. 
And so with the other sources of independent income; 
they should not, or probably could not, be made 
variable taxes. 

There may be states in which inelasticity of revenue 
would cause no embarrassment; in which expendi- 
tures would not outstrip the natural increase of the 
income from established taxes, and in good years a 
surplus would be set aside to provide for the lean ones. 
This has been said to be true of New Jersey and Penn- 
sylvania. But I apprehend that in most states the 
abolition of the direct tax would remove a necessary 
check on public expenditures. Experience shows 
that legislative bodies will usually spend all the 
revenue drawn from indirect taxes or from taxes on 
inheritances and corporations, since these are not felt 
sensibly by the average taxpayer; and in good years 
will regard a surplus merely as a reason for increased 
appropriations. This is not mere speculation. It 
has been, notoriously, the experience of our national 
government, and is confirmed by the experience of 
not a few states. 
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For it should not be forgotten that during the first 
half of the nineteenth century separation of revenues 
was attempted in a number of states. The experi- 
ment has never been fully studied, and the results 
were complicated by the fact that at the same time 
extensive public works were undertaken with bor- 
rowed money. But I think it can be shown that in 
most cases, even when allowance is made for unwise 
use of public credit, the usual result of abolishing 
direct state taxation was an unprecedented increase 
in ordinary expenditures. My own state (Massa- 
chusetts) affords a particularly good field for study, 
since the experiment was hardly affected by the use 
of loans; and it is too clear to admit of doubt that 
from 1825 to 1853 the attempt to dispense aith 
direct taxation resulted in loss of control over state 
outlay. 

Concerning the present working of complete or 
partial separation in the states where it now prevails, 
I speak with diffidence, for I have been unable to 
study the situation at first hand. But it is a fact that 
in New York expenditures increased from $12,934,000 
to $34,589,000 during the fifteen years ending in 1908, 
and that, altho opinions differ, there are well-informed 
persons who believe that abolition of direct taxation 
is responsible for a considerable part of the increase. 
In New Jersey the condition of the state’s finances 
was the subject of a special message from the Governor 
last January, and altho that document denies that 
expenditures have been extravagant, it states that 
the condition of the treasury is such that the legis- 
lature ought either to appropriate to the use of the 
state certain revenues formerly distributed to the 
counties or levy a direct tax. In Connecticut I find 
that during the decade ending in 1908 expenditures 
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rose from $2,530,000 to $4,741,000, that the official 
best qualified to judge declares “‘ the abolition of a 
direct state tax has led to extravagance in expendi- 
ture,”’ and that the present year the legislature was 
obliged to levy a direct tax, the first since 1890. And 
finally it is a significant fact that whereas the original 
proposals of the separationists contemplated the 
abolition of direct taxation for the support of the 
state, the plans now current usually provide for a 
direct tax apportioned according to local expenditures. 


III 


Thus far, and not without regret, I have offered 
you little but destructive criticism. I trust, however, 
you have not formed the impression that I am satis- 
fied with existing methods of taxation, either state 
or local; or that I think there is no remedy for the 
evils admitted to exist. Will you permit me to state 
in the fewest possible words what I believe to be a 
wise and practicable solution of the problem ? 

There are, undoubtedly, certain taxes which should 
be reserved for the use of the states. One of these 
is the inheritance tax, which takes from the localities 
nothing in the way of revenue which they formerly 
possessed and is collected with approximate equality 
from property in all parts of a commonwealth. A 
second may well be a light tax on the franchises of all 
corporations, which is a reasonable payment for some- 
thing which the state confers and is not in derogation of 
the taxing power of counties or municipalities. Third 
in order are the usual taxes on insurance companies, 
which reach taxable values distributed with some 
approach to equality and never, so far as I recall, 
subject to local taxation. Further than this the 
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question is less clear, tho perhaps the states may 
reasonably claim a portion of the taxes collected from 
railroads and from telegraph, telephone, express, and 
parlor-car companies, since these fall in part upon 
intangible values hard to localize and _ belonging 
naturally to no one district rather than another. And 
finally, in view of their increasing outlay for depen- 
dents, defectives, and delinquents, the commonwealths 
may fairly claim part of the liquor license taxes, since 
the business taxed contributes in some degree to the 
production of pauperism, disease, and crime. 

After this allocation of revenues to the states, the 
remainder of their income should be drawn from direct 
taxation. If, in any case, the revenue from the 
specified independent sources equals or exceeds the 
needs of the treasury, a larger part of the taxes 
on transportation companies should be assigned to 
counties or municipalities, in order that the legisla- 
ture may not be freed from the restraints imposed 
by an annual or biennial accounting with the people. 
The apportionment of the state tax may not be an 
easy task, but an intelligent revision of our laws 
relating to the taxation of property will remove all 
serious difficulties. 

As the source of local taxation we must assign 
property and business generally, undiminished by 
the hit-or-miss reservation of important classes for 
the exclusive service of the state. But I speak not 
of a general property tax, levied as at present at a 
uniform rate; for that has proved the abomination 
of abominations, and cannot be amended until we 
learn to classify property in a rational manner and 
adjust the rates and methods of taxation to the eco- 
nomic nature and needs of each class of taxable objects. 
The method of classification, I need hardly add, should 
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be prescribed by the state; and the process of assess- 
ment should be under strict and direct state super- 
vision, tho performed by local officials. The result, 
I believe, will be a reasonably full and fair assessment 
of taxable property; not instantly, perhaps, since 
new methods are not learned perfectly in a day, but 
ultimately and at no distant time. It is obvious, too, 
that such a consummation will solve the problem of 
the just distribution of the direct state tax. 


CHARLES J. BULLOCK. 
Harvarp UNIVERSITY. 

















THE SUBJECTIVE ELEMENT IN THE 
FIRST PRINCIPLES OF TAXATION 


The following observations are designed as a supple- 
ment to the observations on the first principles of 
taxation which I have contributed to the Economic 
Journal.! It is unnecessary to restate my theses, as 
they have been reproduced with a very flattering 
fulness in a work which commands universal atten- 
tion, the second edition of Professor Seligman’s Pro- 
gressive Taxation. It will be sufficient here to recall 
that I divide the first principles of taxation — so far 
as they are subjective, and abstracting from the more 
objective productional conditions — into two classes, 
say A and B; characterised by the difference that 
the criterion of right taxation is for A an equation, for 
B a maximum condition. Each class is subdivided 
into two species. Thus A, denoting that like — or 
in a large sense of the term, equal — sacrifice should 
be imposed on each tax-payer, is subdivided into equal 
in a narrow or proper sense, and equi-proportional 
sacrifice in a sense explained and preferred by Profes- 
sor Seligman; say, respectively, A, and As. Like- 
wise B, the general principle that the total net utility 
produced by taxation should be a maximum, is sub- 
divided into what I have called the “‘ primary prob- 
lem,” namely, ‘‘to determine the distribution of those 
taxes which are applied to common purposes, the 
benefits whereof cannot be allocated to any particular 
classes of citizens””— say B,; and “ the secondary 


1 Vol. vii, no. 3, Pure Theory of Taxation; vol. x, no. 1, The Incidence of Urban 
Rates. 
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problem, namely, to determine the distribution of 
taxation, not being limited to that amount of which 
the benefit is indiscriminate,” say B, Some addi- 
tional reflections on these topics suggested by Pro- 
fessor Seligman’s weighty criticism may be arranged 
under three heads.'! 

I. First as to the main question whether formula A, 
in particular Az, or formula B, is to be adopted as the 
first principle. Proof of this, in the ordinary sense 
of demonstration or deduction from axioms, on such 
a subject is not to be expected.* 

It might be suggested in favor of A; that it is less 
subjective, less “ sicklied o’er with the pale cast’ of 
speculative thought, than the rival criteria of taxation. 
For conceivably, in order to apply As, we need not 
attempt to “ compare the amount of feeling in one 
mind with that in another.”* But in order to obtain 
a ratio between two “lots” of satisfaction — one 
of them, the total amount of satisfaction due to 
the possession of an income —there is required a 
precision of hedonic units which few utilitarians 
would venture to postulate. Practically, I think, in 
order to apply A;—to show for instance that the 
richer class should contribute a larger sum of money 
(I do not now say a larger proportion of income) 
—we must presuppose the sympathetic comparison 
of wants and feelings experienced by different persons. 
As thus: if it be possible, let the contribution of the 
rich man be the same as that of the poor man; then 
the ratio, which according to A, ought to be the same 
for all the contributions, is a fraction of which — by 


1 See Economic Journal, vol. vii, p. 553. 


2 Compare J. S. Mill, “‘ To be incapable of proof by reasoning is common to all 
first princples.” Utilitarianism, p. 52 and context. 


3 Jevons, Theory of Political Economy, p. 15 (2d ed.). 























SUBJECTIVE ELEMENT IN TAXATION 461 


the law of diminishing utility — both the numerator 
is smaller, and the denominator is larger than what 
they are for the poor man. Therefore the ratio in the 
case of the rich man is too small, and must be increased 
by augmenting his contribution. 

Thus the point which I have adduced in favor of 
A; is not of much practical importance; and I must 
leave the issue in the obscurity which envelops the 
first principles of conduct. 

II. A subsidiary issue is presented by Professor Selig- 
man’s thesis that the authorities who have laid down 
“‘ equal sacrifice ” as the criterion have always meant 
Az, not A;. ‘“ When economists speak of equal sacri- 
fice they mean relatively proportional sacrifice.' . . . 
‘ Equal sacrifice’ is then merely a rough way of ex- 
pressing the idea of ‘ proportional’ sacrifice.”? ‘‘ The 
demand for absolutely equal sacrifice in the formal 
mathematical sense [our A;] has never, so far as I 
know, been advanced by any one.” * Statements so 
confident, made by one who is so conversant with the 
history of financial doctrine, naturally carry great 
weight. They compel me to reconsider my obiter 
dictum: ‘It may well be doubted whether Mill 
entertained the notion of proportional sacrifice.’’ ¢ 
On reconsideration, I am disposed to omit the word 
“ well.” 

It will be admitted, I trust, that I am a fair contro- 
versialist when I go on to adduce an additional piece 
of evidence in favor of my critic’s thesis. I have 
been able to question one of the authorities who have 
professed the doctrine of equal sacrifice, a singularly 
clear writer and thinker on economic questions, and 


1 Progressive Taxation (2d ed.), p. 213. % Loe. cit., p. 214. 


® Loc. cit., p. 215. 4 Economic Journal, vol. vii, p. 557, note. 
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one who has carried economic principles ' into public 
affairs, Lord — formerly known as Mr. Leonard — 
Courtney. Having observed that Mr. Courtney, in 
the answers which he submitted to the Royal Commis- 
sion on Local Taxation, maintained “ that taxation 
for common purposes should be levied from each mem- 
ber of a community according to the law of equal 
sacrifice, meaning thereby that each individual should 
be mulcted of such a sum as would, having relations 
to his means, involve the same sacrifice to the common 
want,” I lately wrote to Lord Courtney asking which 
of the two formulae (here distinguished as A; and A:) 
his words were intended to designate. Lord Courtney 
replied with his usual lucidity — after explanations 
and definitions which I have not space here to trans- 
cribe — with reference to a certain graphical con- 
struction, “the law of equal sacrifice would be repre- 
sented by the exaction of the same proportions of area, 
(the area representing the ‘ total satisfaction of the 
owner’) . . . Seligman and I are practically in agree- 
ment as to the measure of equal sacrifice.” 

I make Professor Seligman a present of this weighty 
testimony in his favor. I am not like that commen- 
tator who, with reference to his own interpretation of 
a certain vexed passage in a classical work, said that 
he would not believe the author himself — Ne ipsi 
quidem Ciceroni crediderim — affirming that he meant 
something different. 

I ought to confess that the present which I have 
made to Professor Seligman is not of much importance 
to myself, as the subsidiary issue (II) is one in which 
I am not much concerned. In fact the side which 


1 The scheme of graduated death duties, introduced by Sir William Harcourt’s 
Budget of 1894, was rested by Mr. Courtney on the first principles of taxation (Parlia- 
mentary Debates, May 29th, 1894). 
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Professor Seligman takes in that issue is the one more 
favorable to my main theory, namely, that formula 
B supersedes, or at least subsumes, the formulae of 
Class A (A,, and A,). For ceteris paribus ' the distri- 
bution of fiscal burden which A, prescribes tends to 
be more progressive than that of A:.2 Accordingly, 
to show that classical authors have meant by the doc- 
trine of “ equal sacrifice’’ A; rather than A; lends 
additional plausibility to the synthesis which sub- 
sumes A under B. If Mill interpreted equal sacrifice 
as Professor Seligman contends, it is all the more ex- 
plicable that Mill should have enounced in the same 
breath both the principle of equal sacrifice and that 
of least sacrifice.* 

III. Professor Seligman raises an issue in which I am 
more concerned when he concludes that ‘“‘ the minimum 
sacrifice theory is thus really not a whit more success- 
ful than the equal sacrifice theory, and possesses the 
additional disadvantage of being less applicable to the 
problems of actual life.” ‘ Neither in the version 
of Professor Edgeworth nor in that of Professor 
Carver does the doctrine of minimum sacrifice afford 
us any real help, or constitute any improvement on 
the doctrine of equal sacrifice.” ° 

With reference to these passages and the context I 
have first to remark that the utilitarian position, as I 


1 That is supposing any form of the law of Diminishing Returns to be assigned. 

2 As noticed in the Economic Journal, vol. vii, p. 561 

3 “* Whatever sacrifices it (a government) requires from them (persons or classes) 
should be made to bear as nearly as possible with the same pressure upon all, which, 
it must be observed, is the mode by which least sacrifice is occasioned on the whole.” 
J. 8. Mill, Political Economy, Book V, ch. ii, §2, p. 1, referred to by mein the Economic 
Journal, vol. vii, p. 564. 

4 Progressive Taxation, 2d ed., p. 286, and context. 


5 Loc. cit., p. 289 
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have conceived it, does not reduce from B to B,, so 
unreservedly as Professor Seligman interprets. The 
greatest-happiness principle, that the total net utility 
procured by taxation should be a maximum, reduces 
to the condition that the total disutility should be a 
minimum, not simpliciter, but secundum quid, with 
reference to the primary problem, namely, to determine 
the distribution of those taxes which are applied to 
common purposes.' The secondary problem, namely, 
to determine the distribution of taxation, not being 
limited to that amount of which the benefit is indis- 
criminate, is indeed immediately clouded over by 
doubts and reservations. It is cut into by produc- 
tional and other interests; but I am not prepared to 
say that it is entirely cut away. Rather, I have main- 
tained Mill’s advanced, yet guarded, position. ‘“ That 
the State should use the instrument of taxation as a 
means of mitigating the inequality of wealth,” is not 
to be demanded when by “a tax on industry and 
economy ” a check to the growth of wealth is imposed. 
But the utilitarian will be as “ desirous as any one 
that means should be taken to diminish those inequali- 
ties’: such means as the limitation of inheritances 
and the taxation of unearned increments, so far as 
these means are free from the dangers above noted.? 
But, secondly, even with respect to the narrowed 
utilitarian formula, I am surprised at Professor Selig- 
man’s suggestion that the principle of least sacrifice 
is not a whit more efficacious than the other forms of 





1 See Economic Journal, vol. vii, p. 553, referred to above page 460. I quote word 
for word from this page passages which Professor Seligman has done me the honor 
of quoting. But not to distract the reader’s attention, I reserve quotation marks 
(in this paragraph) for quotations from Mill. 


* The words within quotation marks are quoted from Mill, Political Economy, 
Book V, ch. ii, §3. The rest of the passage is mostly quoted from the Economic 
Journal, loc. cit., p. 555. 
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subjective canon.' I should have thought that one 
who deduced progressive taxation from premises which 
involve in part subjective considerations of sacrifice 
would have welcomed a statement of the subjective 
premise which leads more directly to the conclusion 
than the ordinary statement does. But the advan- 
tage which formula B; possesses over both forms of 
A in this respect was no doubt obscured by the com- 
ments of a critic whom Professor Seligman has fol- 
lowed, namely, Mr. Weston.’ 

Mr. Weston thinks it strange that a mathematical 
economist should “ find satisfaction in a theory based 
upon a principle that does not admit of an exact mathe- 
matical expression.”* He bases this disparaging 
remark on my statement that “ the reasoning from 
the principle of minimum sacrifice assumes no exact 
relations between utility and means.’?* But the 
meaning of that statement, as the context shows, is 
not that the principle of minimum sacrifice abandons 
the character of mathematical reasoning, but that it 
does not require all the data which are required by 
the rival principle of equal sacrifice. This is the first 
time that the parsimony of assumptions has been 
made a reproach to a mathematical argument. After 
Clerk Maxwell had shown that the observed laws of 
pressure and so forth were accounted for by the hypoth- 
ésis that a gas consisted of an indefinite number of 
perfectly elastic minute spheres encountering each 

1 “ Tf we base our doctrine of the equities of taxation on the theory of faculty, both 
the production and the consumption sides of the theory seem to point to progressive 


taxation.” Seligman, loc. cit., p. 293 and context, from which it appears that the 
consumption element in faculty is equivalent to the sacrifice theory. 


4 Justice and Taxation; Columbia University Studies in History and Economics, 
vol. xvii (1903). 


* Loc. cit., p. 206. 
4 Economic Journal, p. 566-7, referring to p. 557. 
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other in a molecular chaos, was it a sign of satisfaction 
in the absence of an exact mathematical relation, was 
it any imperfection, to show that much the same con- 
clusion was deducible even without assuming the 
sphericity of the molecules? Is it a confutation of 
the method of least squares, that it does not require 
us to postulate — what we are commonly ignorant of 
— the exact relation between the frequency of an error 
and its extent ? The method of least squares is con- 
tent with some very simple and easily ascertained 
data as to the character of the observations dealt 
with; ' just as the principle of least sacrifice requires 
only the law of diminishing utility, not also some more 
exact datum as to the rate at which utility (7. e. the 
increase of utility) diminishes with the increase of 
means. 

This prerogative distinguishes the principle of 
“ equimarginal ”’ sacrifice from the other two prin- 
ciples, which indeed are concerned with sacrifice and 
involve margins in a certain sense, but do not employ 
the margin of utility to determine the minimum of 
sacrifice. For example, suppose that the law of 
diminishing utility, the relation between total satis- 
faction, Z, and amount of income, y, is represented 


by the form z=H |', where H is a constant, for 


amounts of income greater than b, then according tw 
the principle of equal sacrifice the rate of taxation 
ought to be regressive, varying in inverse proportion 


1 In particular the mean square or error (or deviation) pertaining to the class of 
observations with which we are dealing. 


2 Mr. Weston does not seem adequately to recognize the diversity under the appear- 
ance of similarity when he writes: “ In fact Professor Edgeworth does not claim to 
do more than to bring out a little more definitely what was already implied in Mill, 
Sidgwick, Meyer, and others. At any rate as we have understood these authors the 
marginal sacrifice occasioned by the tax has meant an equimarginal sacrifice; one in 
which the tax imposes exactly equal sacrifice upon every tax-payer.”’ 
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to the square root of y, for small taxes. But accord- 
ing to the principle of proportional sacrifice the rate 
ought to be constant, neither progressive nor regres- 
sive. Again, suppose that the law of diminishing 
utility is represented by the formula Z = He”,' where 





—a\i 
w= (¥ 5 *) , for amounts of income greater than a, 


and less than a+ 8b; then the rate of taxation ought 
to be regressive both for the principle of equal and 
that of proportional sacrifice? But no one is in a 
position to affirm * that the assigned functions do not 
correspond to the true law of utility. For they both 
fulfil the only condition which may be taken for 
granted, namely, that utility should increase with the 
increase of income at a decreasing rate.‘ The princi- 
ples of equal and proportional sacrifice give an uncer- 
tain sound in cases like the above which may be 
multiplied indefinitely. But the principle of least 
sacrifice in trumpet tones proclaims that the rate of 
taxation ought to be progressive; except so far as 
this distributional presumption is cut into by the 
productional and other utilitarian conditions. 

Nout. being certain that Mr. Weston has understood 
the distinctive characteristics of my formula, I am 

1 Where ¢ is the well-known constant (which forms the base of the Napierian log- 
arithms) namely 2.71828 . . . 


2 These conslusions may be deduced from the proposition that, if 7 (a function of 
y) denotes the rate of taxation for any amount of income, y, and accordingly ly the 
contribution of each tax-payer whose income is y, then, for small taxes, (1) according 


to the principle of equal sacrifice "y ie =¢,; (2) according to the principle of pro- 
portional sacrifice y a =¢,Z; c, and ¢, denoting appropriate constants. The 


conclusions obtained for small taxes may be extended to taxes of finite magnitude on 
the principle employed by Cournot (Principes Mathématiques de la Theorie de la 
Richesse, Section 32. 


8 Some probability that the law of utility is not on what may be called the regres- 
sive side of Bernouilli’s law may be discerned; Economic Journal, vol. vii, p. 557. 


2 
‘ on positive, and ad 


yt negative, for the values of y with which we are concerned. 
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naturally not much affected by his dissent; the rather 
that I am unable to understand what is distinctive 
in the formula which he prefers. ‘“ The ideal,’ he 
thinks, ‘“‘ would seem to be the minimum of sacrifice 
to the greatest number.”’ This formula appears to 
be open to the sort of criticism which I have elsewhere 
ventured to apply to the more familiar phrase “‘ great- 
est happiness of the greatest number”; which I 
contend is a loose synonym for “ the greatest quantum 
of happiness.” ‘‘ The more familiar statement has, 
indeed, some advantages. That it is more familiar 
is no small advantage; another is that it emphasises 
an essential condition of greatest happiness, that the 
means of happiness should not be monopolised by a 
few. The popular, as compared with the exact, 
formula has only one disadvantage; that it is non- 
sense. To find the maximum of one quantity A ‘ of,’ 
or in relation to, the maximum of another quantity B 
is a statement of a problem in the calculus of varia- 
tions which no amount of authority can render other 
than inaccurate — not the authority of Mill, not even 
that of Bentham.’ Analogously, a phrase like that 
proposed by Mr. Weston might be used to emphasise 
a condition of minimum sacrifice: that the burden of 
taxation should not be very unequally distributed. 
The phrase might also serve to recall the productional 
considerations which I have thus worded, “ The large 
relief from the burden of taxation which prima facie 
on distributional grounds should be afforded to the 
less prosperous, is restricted by the productional 
principle that those who have a share in calling the 
tune should have a share in paying the piper.” * 


1 Economic Journal, vol. x, p. 176, referring to vol. vii, p. 551. 


2 Economic Journal, vol. x, p. 179; there referring to municipalities, but with the 
omission of a couple of words equally applicable to individuals. 























SUBJECTIVE ELEMENT IN TAXATION 469 


I do not deny that for popular use other expressions 
of the fiscal first principle may be more effective than 
the utilitarian formula. Among such variants the 
one which Professor Seligman prefers is pre-eminent. 
It was a master-stroke of practical wisdom to include 
the distributional, as well as the productional, cri- 
terion of taxation under the category of “ faculty,’ ! 
which has the appearance of being more definite than 
the summum genus utility.2 Let those who with 
M. Leroy-Beaulieu deny the collateral authority of 
the subjective principle describe this diction as ‘“ en 
quelque sort un jeu des mots.” To one who believes 
in the double nature of the fiscal swmmum bonum the 
happy ambiguity of the proposed canon renders it all 
the more acceptable. It has a Parliamentary sound. 
It is like the celebrated resolution of the House of 
Commons declaring the throne vacant after the flight 
of James II; in which, Macaulay says, “ there was a 
phrase for every sub-division of the majority. The 
one beauty of the resolution was its inconsistency.’”* 

It is pleasant to believe that, with respect to prac- 
tical application, I am in complete accord with the 
eminent critic of my theory. The differences which 
remain are perhaps not more than verbal. We could 
both, I think, subscribe to Professor Nicholson’s mod- 
erate doctrine, ‘‘ that the ideal of equality of sacrifice, 


1 “ The elements of faculty, then, are two-fold, those connected with acquisition or 
production, and those connected with outlay or consumption .. . the elements of 
faculty which are connected with outlay or consumption bring us right back again to 
the sacrifice theory. Faculty is the larger, sacrifice the smaller conception.” Progres- 
sive Taxation, pp. 291-2. 


* The summum genus under which I include the two modes of detriment: diminu- 
tion of the total production and aggravation of unequal distribution. Economic 
Journal, vol. x (1900), p. 183. 


* History of England, ch. x. The whole of the brilliant context may be read with 
advantage by those who would put a finer point on fiscal apparatus than the nature 
of the material permits. 
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although vague and ill-defined, is one of the supports 
of certain kinds of exemption.” ! Professor Nichol- 
son expresses entire agreement, in which I entirely 
concur, with Professor Seligman’s reservations as to 
the equal sacrifice theory “ regarded as the paramount 
consideration in the construction of any definite rate,”’ 
rather than only one factor in the problem.? With 
regard to the proposal “‘ to state the ideal as ‘ minimum’ 
sacrifice instead of equal,’”’ Professor Nicholson thinks 
“this statement seems the more logical on the pure 
utilitarian theory. On grounds of formal justice the 
equality of sacrifice may be preferred.” * 


F. Y. EpGeworts. 
Aut Souts CoLtieGcs, Oxrorp. 


! Principles of Political Economy, Book III, §5. 
® Loo. cit. * Loc cit., §4, note. 




















CONTROL OF RAILROAD ACCOUNTS IN 
LEADING EUROPEAN COUNTRIES 


SUMMARY 


Manner and extent of supervision largely gauged by the character 
of the government, 471.— Accounting methods of the German rail- 
roads, 472. — Defects, 473.— Pclicy of the British government, 474. 
— Published statistics give little information in regard to operating 
costs of the net return on capital investment, 477. — Prescribed ac- 
counts fall into two groups, those relating to Capital and those relating 
to Revenue, 479. — Objections to the ‘‘ Double Account,” 480. — Form 
of the general balance sheet unsatisfactory, 482.— Chief defect in 
British accounting methods that they fail to distinguish properly 
between capital and revenue expenditure, 485. — Railroad policy of 
France, 489. — Close financial bonds existing between railroads and 
government, 490.— Prescribed accounts, 490.— Auditing commis- 
sion, 496. — Preventive control exercised by consultative committee, 
497. 


THE great power over railway accounts given to 
the Interstate Commerce Commission by the Act of 
1906 ‘ gives interest to the action of foreign govern- 
ments in the same direction. It is proposed in this 
article to review their legislation and its significance. 

The manner as well as the extent of supervision in 
each country, is largely gauged by the character of 
the government and the public attitude toward pri- 
vate operation of public utilities. Im Germany, the 
trend of governmental activities has resulted in vir- 
tual monopoly of transportation by the state. In 
Great Britain, on the other hand, private initiative 

1 See the articles in this Journal by Professor H. C. Adams, Administrative Super- 
vision of Railways under the Twentieth Section of the Act to regulate Commerce, 


vol. xxii, no. 3, pp. 364-383 and by Professor F. H. Dixon, Railroads in their Corporate 
Relations, vol. xxiii, no. 1, pp. 34-65. 
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has been encouraged and assisted. The outcome has 
been as little interference in the internal workings of 
the railroads as is thought consistent with preserva- 
tion of public interests. France occupies a middle 
ground between Germany and Great Britain. Altho 
the important French railroad systems were built and 
operated as private undertakings, the State has been 
closely identified and associated with them, not only 
in the planning and in the construction of the systems, 
but also in matters involving financial responsibility. 
The interests of the French government in the great 
railroad systems necessitate, in fact, an even stricter 
control and supervision of accounts than if the lines 
were owned and operated directly by the state. 


GERMANY 


The accounting methods of the state-owned rail- 
roads in Germany require very little comment. The 
receipts and expenditures of the railroads form a part 
of the general state budget. Accordingly, the un- 
satisfactory and inadequate budgetary system of 
accounting prevails in the German railroads. Double 
entry bookkeeping, whereby accounts of capital in- 
vestment are separated from revenue or operating 
accounts, and income and expense distinguished from 
receipts and disbursements, finds no place in the 
German state-owned railroads. Consequently, the 
chief aim of commercial accounting, —a perfect ex- 
hibit of the true financial status and the operating 
results, —is completely ignored. Government account- 
ing on the “ budgetary system” records the “ de 
facto ”’ rather than the “ de jure ”’ aspect of financial 
transactions. The accounts consist merely of sched- 
ules giving cash receipts and disbursements, without 
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reference to the division between capital and revenue. 
When the system, as applied to railroads in Ger- 
many, is followed out in detail, each branch or de- 
partment has the amount of its expenditures during 
a fixed period limited by legal appropriation.' It thus 
becomes necessary to create a compensating fund, 
out of which excess expenditures in each department 
can be met until means of covering the deficiency in 
that department can be provided.’ 

This method is ill adapted to railroad accounts. 
The most valuable features of modern accounting 
have their highest development and greatest usefulness 
in railroad operations. The accurate classification 
of details; the combination of all departmental trans- 
actions under the two main categories of capital and 
revenue, without destroying the identity or effacing 
the operating results of each department; and the 
summarization of related periodical returns, — are 
required with greater exactness for railroads than for 
other enterprises. If the state undertakes a business 
enterprise, its accounting should not be inferior to 
that of private undertakings. Its bookkeeping should 
follow the double-entry system, with a balance sheet 
of the assets and the liabilities and an income sheet 
for the financial results of operation. The attainment 
of this end necessitates the separation of the accounts, 
in every detail, from the accounts of the fiscal opera- 
tions of the state. The influence of state ownership, 
moreover, should not affect in the slightest degree the 
statement of the net return on the investment.’ 


1 See Transportation and Traffic in Germany, by Logan G. McPherson, Railway 
Age Gazette, Jan. 21, 1910, vol. xviii, p. 145. 


2 In order to cover excesses of credits for the variable expenses of a department 
by means of the receipts for the corresponding financial period, there is generally turned 
into the “‘ compensating fund,” when the accounts for the period are closed, certain 
balances from other departments or branches. 


* See Proceedings of the 7th International Railway Congress, 1905; Question xiv, 
pp. 3-24, and pp. 212-214. 
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GREAT BRITAIN 


Great Britain furnishes an example of private ini- 
tiative and private operation. The policy of the 
British government in the regulation and control of 
railways is based largely on expediency, coupled with 
the English respect for vested right in the profits from 
business organization. Matters which affect the 
public directly, such as, for example, railway rates 
and safety devices, have been, almost from the first, 
subjected to the close supervision and control of 
Parliament; but the financial and accounting opera- 
tions of the companies have been comparatively free 
from Parliamentary interference. This policy in 
Great Britain has been influenced by the belief — 
especially during the early period of railroad building 
—that undue interference in financial affairs tends 
to discourage investment. 

The first legislation in Great Britain which can be 
said directly to concern railroad accounts was the 
Railway Companies’ Act of 1867 (30 & 31 Vict. 127). 
The railroads at that time were in sore financial straits. 
A Parliamentary Commission had been appointed 
to inquire into their financial operations. This com- 
mission, fearing to discourage investment, recom- 
mended that railroad regulation should be confined 
to the satisfaction of conditions required by the 
Parliamentary franchise. In accordance with this 
advice, Parliament provided merely for publication 
and auditing of the accounts of the companies. These 
provisions with certain minor alterations (made by 
the Railway Acts of 1871 and 1889) remain in force 
to-day. 
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By these acts, the British railroads are required to 
keep certain accounts and to furnish half-yearly to 
the Board of Trade and to their stockholders certain 
“ returns” covering capitalization, traffic, and working 
expenditures. These returns must be presented in 
the form of prescribed schedules. They include, in 
addition to the so-called balance sheet and net income 
statement, other financial and statistical details, such 
as the amount and character of the authorized and 
outstanding capital, the receipts and expenditures 
on capital account, train and ton mileages and other 
traffic statistics. The correctness of these statements 
must be vouched for by the Chairman, Deputy Chair- 
man, and Accountant of the company. 

The Railway Companies’ Act of 1867 provided also 
that the published accounts of the companies should 
bear an auditor’s certification. The auditor is to 
declare that the accounts “ contain a full and true 
statement of the financial condition of the company 
and that the proposed dividend on any shares is bona 
fide due thereon after charging the revenue of the 
period with all expenses which in his judgment ought 
to be paid thereout.’”’ Moreover, “ auditors at any 
time may add to their certificate, or issue to the 
shareholders independently at the cost of the company, 
any statement which they think material for the 
information of the shareholders.”’ These provisions 
have had a pronounced influence on the prestige and 
authority of the auditing profession in Great Britain. 

Altho the Board of Trade is empowered by the 
Railway and Canal Act of 1888 to prescribe additional 
forms of accounts for the railways, and to alter the 
forms in such manner as may be deemed expedient,! 


1 Part II, Section 32, of the Railway and Canal Act of 1888. 
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no important action of this sort has been taken. In 
the forty-two years since regulation began, the char- 
acter of the railroad business has not only materially 
changed, but almost every company in Great Britain 
has undergone alteration in its organization. Com- 
panies have amalgamated; sections of line and stations 
have become the joint property of two or more com- 
panies; and in many instances conversions of stock 
have involved nominal additions to capitalization. 
Such changes inevitably lead to complications in 
accounts, and in the absence of any common under- 
standing among the companies as to how they should 
deal with these in the prescribed schedules, discrepan- 
cies are bound to appear.! Almost complete freedom 
is allowed the railways in the method of handling 
accounts. This freedom is especially noteworthy 
in the application or disposition of capital raised and 
money borrowed under Parliamentary authority. 
Undoubtedly the Board of Trade relies much upon 
the auditor’s certificate. This certificate, however, 
as will be pointed out later,? fails to prevent, or at 
least to exhibit fully and plainly certain abuses and 
deceptions. Moreover, many writers on railway 
statistics in Great Britain complain that the policy 
of non-interference in the accounting methods of the 
companies and the secrecy maintained regarding 
important financial matters make it possible for the 
companies to pay dividends out of capital and other- 
wise to deceive the public as to their financial standing 
even tho the auditor’s certificate contains the state- 
ment that all revenue items are charged to profit and 
loss. In fact, “ to all but a very small percentage of 
the proprietors of railway stocks, the accounts of the 


1 “ Railway Companies’ Accounts and Reserves,’’ London Times, July 1, 1907. 
® See p. 485. 
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companies as published in the statutory form are a 
sealed book.” ! 

The British Board of Trade in regulating railroad 
accounts appears to have no object other than the 
publication of statistical information for the public. 
There seems to be no desire to obtain data on operat- 
ing costs or on the net return for actual capital in- 
vestment. Altho Parliament has gone probably as 
far as any legislative or administrative body in con- 
trolling railroad rates and in regulating traffic, the 
notion of using railroad accounts in determining just 
traffic charges has never been prominent. In the 
voluminous printed proceedings of the Select Parlia- 
mentary Committee appointed in 1881 to inquire 
into railway rates, the relation of accounts to the 
establishment of just rates was mentioned only once, 
and then but incidentally and indirectly. The ques- 
tion of publicity of railway accounts for any purpose 
appears to have given the Select Committee little 
concern. Mr. James Grierson, then general manager 
of the Great Western Railway, while testifying before 
the Committee, was asked whether the railways 
would be more fairly treated by the public and by 
Parliament if they were more frank.' ‘“‘ A company 
cannot hide its position,” the witness emphatically 
stated. ‘The accounts that are published half- 
yearly are vouched for by the chairman, the secretary 

1 “ London Times,” July 1, 1907. The following extract from W. W. Wall, “‘ Brit- 
ish Railway Finances,” pp. 24-25, gives some idea of the liberties allowed the com- 


panies in adjusting their accounts to enable the declaration or payment of unwar- 
ranted dividends: — 

“In 1901 the Great Eastern directors took £55,000 from the Contingent Fund, 
or nearly half the total, in order to enlarge the dividend on the ordinary stock for the 
half year. The South Eastern (for the same year) paid all its preference dividends 
tho its accounts revealed that there was a shortage of £14,427 therein and that 
sum was accordingly taken from the S boat Depreciation Fund. The Great 
Northern took from its reserve the sum of £60,000, equal to #% on its ordinary capi- 
tal, in spite of the fact that there is a suspense account in its balance sheet to which 
the auditors have called attention for years past." 
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and the accountant signing them and by the auditors, 
and, therefore, any person even if he is not a share- 
holder, is as wise as any shareholder can be.” ! 


The reports (returns) of the British railways to the 
Board of Trade are made half-annually in the form of 
schedules. Fifteen schedules are prescribed by the 
Board of Trade. Only a part, however, relate to the 
accounts, the others dealing with statistics of traffic, 
mileage, etc. The schedules constituting the principal 
accounts of the companies, and the respective numbers 
by which they are designated, are: — 


- Authorized and Issued Capital of the Company. 

- Stock and Share Capital Created, showing proportion paid in. 
Receipts and Expenditures on Capital Account. 

. Revenue Account (é.¢., Operating Account) being gross 

receipts and expenditures. 

10. Net Revenue Account. 

11. Appropriation Account, i. ¢., application of the net revenue. 
13. General Balance Sheet. 


Cwnpe 


Some of these schedules contain particulars which 
are not generally reported to shareholders and are 
not as a rule published by the Board of Trade. The 
statements contained in the half-yearly reports to 
shareholders follow the forms prescribed, but are 
limited mainly to earnings for the period and to pro- 
posed dividends. The returns include details of 
certain financial matters, such as the amount of dis- 
counts paid or premiums received in the issue of 
capital obligations, and the amount of subscriptions 
to the capital of other companies. Tho these particu- 
lars are not published in the reports of the Board of 
Trade, failure to make full report as prescribed sub- 
jects the company to heavy fines. 


1 Report of Select Parliamentary Committee of 1881, par. 13843-13846. Cf. par. 
13460-13461. 
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The prescribed accounts of the British railroads 
may be conveniently classified into two groups; those 
relating to Capital and those relating to Revenue. 
In the reports of American railroads, each group is 
confined practically to a single comprehensive state- 
ment, 7. ¢., the balance sheet exhibiting in condensed 
form all the assets and liabilities of the company, and 
the income statement showing gross earnings and 
expenses as well as the net revenue and its application. 
According to the method of accounting devised in 
Great Britain for public service corporations, the 
receipts and expenditures on capital account are shown 
separately from the general balance sheet. This 
feature of British railroad accounts, distinguishing 
them from those of American companies, is technically 
known as the “ Double Account System.” It origi- 
nated in Section 3 of the Regulation of Railways Act 
of 1868 and has since been extended to other public 
service companies, in spite of criticisms and complaints 
against it. By the ‘‘ Double Account System,’ the 
details of capital expenditures and capital receipts 
(7. e., capital assets and capital liabilities) are separated 
from the other assets and liabilities of the company. 
Only the balance, 7. e., the excess of expenditures over 
receipts or vice versa, enters into the general balance 
sheet. This system is based on the theory that inas- 
much as the capital is created by Parliamentary 
authority for a specific purpose, the purpose is best 
fulfilled by crediting to one general account all money 
received from the issue of capital securities and debit- 
ing the account with all the assets acquired with the 
funds so received. 

This separate schedule for the capital account 
affords a more marked distinction between capital 
receipts and expenditures and revenue receipts and 
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expenditures than is ordinarily exhibited in a single 
balance sheet. The ‘“‘ Double Account ”’ system how- 
ever is not, as is commonly believed, a distinct system 
of accounting. The proper distinction between capi- 
tal and revenue is the fundamental principle of all 
accounting, and the mere separation of the general 
balance sheet into sections, the first of which comprises 
assets and liabilities on capital account, while the 
second contains the current assets and liabilities along 
with acquired working capital (7.¢., surplus), does 
not create a separate system of accounting. 

From the standpoint of publicity the leading objec- 
tion to the ‘“ Double Account ” is that the most im- 
portant items of fixed assets and liabilities are excluded 
from the general balance sheet, which contains merely 
the balance of the capital account. The smaller 
book balances of debits and credits on the other hand 
are unduly emphasized through separate itemization. 
This criticism is based on the conspicuously small 
number of items in the statutory form of the capital 
account, which greatly detracts from its value to both 
the shareholder and the investigator. The liability 
(t.e., credit) side contains but four items, three of 
which cover issues of capital securities. The last 
item, ‘‘ Sundries,” covering premiums, etc., may be 
more or less detailed as suits the companies. Neither 
the Share capital (7. e., capital stock) nor the Deben- 
tures (7. e., bonds) are classified in the capital account 
according to character or duration. Moreover, sepa- 
rate items specifying the discounts suffered and pre- 
miums received on capital issues are not published, but 
the published returns include large nominal additions 
to capital made by the mere conversion, consolidation, 
and division of stocks. Some of the British railroads 
have received large sums from the issue of stock at a 
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premium. The premiums thus received are expended 
as capital, but, not claiming dividends, they are 
excluded from the figures representing the “‘ paid up ” 
capital. Had the money been raised by an issue of 
the stocks at par, however, the amount of stock, and 
consequently the amount of the total paid-up capital 
as published, would have been increased by the amount 
of such premiums. 

The so-called nominal additions which are included 
in the returns as part of the paid-up capital have come 
for the most part from the conversion, consolidation, 
and division of stocks. The Midland Railway, for 
example, in 1897 divided every £100 of its ordinary 
stock into £100 Preferred Ordinary and £100 Deferred 
Ordinary, tius doubling its ordinary outstanding 
capital without receiving one penny in funds. This 
practice of increasing capitalization by mere book 
entries is equivalent to tue issue of stock at a heavy 
discount. Since 1889, the nominal additions to cap- 
ital, tho not published separately from the capital 
paid in cash, in the statements issued by the com- 
panies to their shareholders have been separated in 
the Board of Trade returns. 

Probably the most serious criticism against the 
statutory form of the capital account of British rail- 
ways is the carrying of assets therein at cost value 
from year to year, regardless of depreciation, disuse, 
or changes in market value. The “‘ Double Account ”’ 
system does not permit the ‘ writing off” of depre- 
ciated and abandoned assets acquired through capital 
expenditure. Consequently the British railroads, 
altho at liberty to carry reserves covering depreciation 
of fixed assets, appear to have openly provided for 
depreciation charges in only exceptional cases.1 More- 


1 See W. W. Wall, “ British Railway Finance,” p. 379; also Encyclopaedia fof 
Accounting, vol. v, pp. 453-454. 
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over, there are no special provisions in British railway 
accounts for the “ writing off ’’ of various useless or 
abandoned assets. Much of the value carried on the 
books therefore, covers “‘ dead’ property that con- 
tributes nothing toward earning capacity.! The 
companies generally retain the original valuation for 
worthless assets until disposed of in some way, and 
then the renewals or replacements are met out of new 
capital issues or out of current revenue, as suits the 
convenience of the company. Consequently there 
are serious inequalities in the amounts chargeable to 
revenue for replacements from year to year. The 
temptation is always strong during lean years to post- 
pone renewals, replacements, and necessary improve- 
ments, or to charge them to capital. The more modern 
equipment cannot be bought at the original cost of 
that which it replaces; and when no item represents 
accrued depreciation on assets in use,— and those 
assets appear at cost, notwithstanding the fact that 
they have deteriorated in value, — the cost of main- 
tenance and renewals during later years is bound to be 
excessively heavy. Partly to this circumstance may 
be ascribed the heavy operating expenditures of the 
British railroads, and the corresponding decline in 
dividend rates, during the last two decades. 


Passing from the schedule of the capital account 
to the statutory form of the general balance sheet 
(Schedule 13), we find here also much to criticise. 
The general balance sheet is commonly held to be the 
most important financial statement of business. As 
issued by the British railroads in the statutory form, 

4 The only depreciation provision that the British Railways are required by law 
to maintain is a sinking fund for the replacement of steamboats. Inasmuch as a 


steamship represents a large unit of investment which goes out of service at one time, 
it is essential that a fund available in cash be at hand for its replacement. 
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however, the general balance sheet because of its 
misleading character, is rarely considered at all by 
investigators of British railway finance. As an Eng- 
lish writer aptly puts it: “It is designed to convey 
a minimum of information in as incomprehensible a 
form as possible.”’! The general balance sheet is the 
only schedule of prescribed railway accounts on which 
comparison with the figures for the corresponding 
half year is not provided. ‘‘ Why this should be so 
we do not know except it has become a tradition of 
English railway management to keep shareholders 
and the public in the dark about every point on which 
disclosure is not compulsory.”’ * 

The main objections to the statutory form of the 
general balance sheet of the British railways are (1) 
the lack of sufficient details regarding capital receipts 
and expenditures and (2) the improper grouping of 
items. The first two items on the assets side are 
merely balances transferred from other accounts, viz: 
the credit balance of the capital account (Schedule 4) 
and the credit balance of the net revenue account 
(Schedule 10). These two items are of greatest interest 
to both shareholders and the public. Yet, as already 
remarked, the mere exhibition of balances instead of 
details serves often to delude rather than to enlighten. 

As regards the other items in the schedule, it may 
be said that they do not follow strictly the classifica- 
tion and grouping approved by accountants. The 
accounts covering subsidiary enterprises or outside 
operations, which are usually of peculiar interest in 
the published financial statements of American rail- 
roads, may be combined in the schedule with other 
miscellaneous accounts under one heading “ Special 


1 Investors Review, August 31, 1901; quoted in W. W. Wall, “ British Railway 
Finance,” p. 390. 


® Ibid. 
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Items.” Consequently the extent of the outside 
operations of companies can be readily hidden even 
from shareholders. Tho there is a separate item 
for general insurance provisions and also ‘ Insurance 
Fund on Steamboats ’’ — which, as has been already 
pointed out, is the only depreciation reserve account 
required by the statutes, — a number of the British 
companies which carry general reserves, as well as 
reserve funds for purposes other than required by law, 
sometimes hide these as ‘‘ Sundry Accounts Receiv- 
able’; for stockholders frequently object to the 
creation and maintenance of reserves at the expense 
of dividends." 

The revenue accounts, or income statements, are 
the most satisfactory of the schedules prescribed. 
The receipts are classified according to the leading 
sources of railroad revenue, the classification being 
very similar to that followed in the United States. 
The receipts from freight and from passenger traffic, 
and the income derived from the express and postal 
transmission business, are clearly separated. The 
receipts from outside operations, such as rents, hotels, 
docks, canals, etc., are also detailed separately. The 
expenses of operation are itemized in a manner suitable 
for statistical use. Expenditures for the maintenance 
of steamboat service, harbors, docks, canals, as well 
as for other extraneous operations, are shown separa- 
rately, but no endeavor is made to offset against the 
expenses of these operations the income obtained from 
them; hence one cannot learn the net gain or loss 
therefrom.’ 





1 In spite of the stockholders’ objections a few ies openly maintain reserves 
by regular periodical charges to revenue, and a number of others have built up reserves 
with funds derived from extraneous sources. 


2 According to the system of accounting for railroads adopted by the Interstate 
Commerve Commission, the revenue division of each account for outside operation is 
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Prompted by the severe criticisms of the prescribed 
forms of railroad accounts the Board of Trade on June 
15, 1906, appointed a special committee ‘“ to consider 
and report what changes, if any, are desirable in the 
form and scope of the Accounts and Statistical Returns 
rendered by Railroad Companies under the Railway 
Regulation Acts,” After holding 67 meetings for 
deliberations and hearings, this committee finally 
reported in May, 1909.'! The part of the report dealing 
with accounts recommends, in addition to new forms 
designed for the improvement and amplification of 
financial returns, (1) a strict division between the 
financial and statistical parts of the returns of the 
railroads, and (2) a separation of the accounts of the 
railroads from the accounts of their subsidiary enter- 
prises. The committee also favored annual instead 
of semi-annual returns to the Board of Trade and a 
uniform date for closing the fiscal year. It urged that 
the manufacturing and maintenance expenditures 
be shown as separate items in both the capital and 
the revenue accounts, so that the actual outlay in 
maintaining terminals, roadway, and the various 
classes of equipment of each individual company will 
be shown. The accounting reforms recommended 
are, in general, very similar to those already estab- 
lished in the United States and are in line with the 
policy of wider publicity. 

The chief criticism against the present accounting 
methods of the British railroads is that they frequently 


credited with all revenue applicable to that particular operation, and the expense 
division of each such account is charged with the cost of operating and maintaining 
the property employed in it, including cost of supervision and taxes. This system 
has been recommended for adoption in Great Britain by a special committee of the 
Board of Trade. 


1 Accounts and Statistical Returns Rendered by Railway Companies: — Report 
of the Committee appointed by the Board of Trade (1909). Cd. 4697. 
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neglect to distinguish properly between capital ex- 
penditure and revenue expenditure. As President 
Hadley has pointed out: — 

“Tt is impossible to avoid a suspicion, which the secrecy of Eng- 
lish railroad accounts prevents us from proving or disproving, that 
certain leading English railway companies have been in past years 
paying dividends out of capital, dividing as large a proportion of 
gross earnings as possible, swelling the construction account un- 
fairly and borrowing money for expenses which should have been 
paid out of revenue.” ! 


The rapid increase in the capitalization of British 
railroads seems to bear out this statement. During 
the thirty years between 1870 and 1900, the capital 
of the British railroads almost doubled, whereas the 
length of line in operation grew only from 15,376 miles 
in 1871 to 22,078 miles in 1901. These figures, it is 
true, represent geographical miles and not track miles, 
and hence are not a fair criterion of over-capitaliza- 
tion.2 But even taking the track mile as the basis, 
the capitalization of the British railroads (exclusive 
of the “ nominal additions’’) when compared with 
the capitalization of the American companies is at a 
high level. This arises largely from the general 
British practice of charging all improvements and 
betterments to capital, regardless of the effect on 
earning capacity. It is a common opinion that rail- 
way shareholders are entitled at the end of each half 
year to whatever profit has been earned during the 
period, and that it is unfair to use that profit as work- 
ing capital for the benefit of future shareholders.’ 
This opinion, however, is not shared by all writers 


1 Hadley, Railroad Transportation, p. 155. 


2 See Ross, British Railways, pp. 221-222. See also W. M. Acworth, The Position 
of the English Railways, North American Review, September, 1909. 


* A writer in the London Times, July 1, 1907, signing himself ‘‘ A Railway Corre- 
spondent " goes so far as to say that a railway company charging “ improvements to 
revenue instead of capital is ‘ ultra vires.’ ” 
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on British railway finance, tho it seems to prevail in 
actual practice. Mr. Hugh Monroe Ross, while 
defending the British companies against the criticism 
of excessive capitalization, remarks: — 


“In Great Britain both principle and practice have been less 
heroic than the most advanced American theory and undoubtedly 
there has been a tendency to call upon capital rather than revenue 
to bear the cost of such betterments as replacing old bridges with 
new and stronger ones or rebuilding and enlarging passenger sta- 
tions or goods depots. But it would not be true to say that it is 
the universal practice.’’ * 


It is seldom possible to ascertain from the published 
accounts of the British railways how improvements 
and betterments are dealt with. Some companies 
in a strong financial position allow revenue to bear 
some of the cost of betterment, while others less 
favored charge every item they can to capital, and 
sometimes even fail to make proper provisions for 
renewals. So long as the statutory form of accounts 
fails, as we have already shown, to require any dis- 
tinction to be made between repairs and renewals, and 
to require specific provision for depreciation, it will 
continue to be exceedingly difficult to learn the facts. 
The British railways work upon the theory of 
charging revenue with only the amount necessary to 
keep the line at its original efficiency. Practically 
all additions to rolling stock, and all kinds of extensions 
and betterments, are charged to capital. After that, 
the profits are divided up to the hilt among the bond- 
holders and shareholders. British railroads, for ex- 
ample, treat the cost of widening existing lines as a 
capital charge whether or not the widening is done 
to increase earning capacity. The expense of install- 
ing safety devices and other improvements required 
by law has been made a capital charge. The Act of 


1 British Railways, p. 227. 
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Parliament of 1889, requiring automatic brakes and 
the block system, specifically authorized bond issues 
to carry out its provisions. The Board of Trade 
exercises little supervision over the application of 
capital raised under Parliamentary authority. 

As a result of the policy of charging betterments 
to capital instead of to revenue, the capitalization of 
the British railroads, inclusive of nominal additions, 
stood at the end of 1907! at £396,593,636 more than 
in 1890, altho the increase in line was but 3,035 miles. 
This increase is more serious than at first appears, 
for with some unimportant exceptions all the capital 
was raised by irredeemable and perpetual stock. 
According to Mr. J. Russell Sowray, who claims to 
have examined between forty and fifty of the half- 
yearly accounts of the leading companies, about 38 
per cent of the railroad capital expended during the 
last five or six years was incurred on lines already open 
for traffic. That this practice is entailing a heavy 
burden of fixed charges on the railroads is shown in 
the following table giving the increase of capital, the 
increased annual charge (assuming that the capital 
was raised at 3¢ per cent, and the growth in traffic 
receipts for the two eight-year periods 1890-1898 and 
1898-1906 ?: — 








Period Increase of Increase of | Increase in net | Excess of 
eri capital? annual charge‘ | traffic receipts | annual charge 


| 





1890-1898 | £110,507,521| £3,591,494 | £3,531,812 | £59,682 
1898-1906 | 140,642,375 4,570,877 4,154,119 | 416,758 


1890-1906 £251,149,899 £8,162,371 | £7,685,931 | £476,440 

















1 Returns, 1907, p. xx. The increase in double track or more is 1,856 miles. 

® See J. Russell Sowray, British Railway Finance, p. 16. 

+ Excludes nominal additions; hence the discrepancy with the figure given on the 
preceding page. 
* Assuming that capital was raised at 34%. 
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The practice of the British railroad companies in 
charging heavy expenditures for improvements, etc., 
to capital, however, seems to have become less pro- 
nounced in late years.' Improvement is also shown 
in other lines of financial administration. There is 
less hesitation in frankly setting aside profits for the 
formation of reserves, showing a lessening hold of the 
dangerous belief that shareholders are entitled to the 
full profits as they accrue and that no provision for 
the future at the expense of the present will be toler- 
ated. 


FRANCE 


The railroad policy of France follows the theory that 
the railroads should be operated and managed by strong 
independent companies supported by government 
funds and conducted under strict government control. 
The companies are not allowed to compete with one 
another, and tho they are encouraged to earn large 
profits, they are required, when their earnings exceed 
a certain maximum based on their capitalization, to 
share the surplus with the state. The French gov- 
ernment is virtually a partner, inactive but super- 
visory, in railway enterprise. It initiates, supports, 
and controls the construction and operation of the 
lines, but with the use of private capital and under 
private management. 

The financial measures adopted in France for the 
encouragement and support of railroad construction 
included both guarantee of interest payments on 
capital obligations, and guarantee of a minimum 
return to shareholders. 

The principle of the guarantees was originally based 
on the hypothesis of a temporary deficit in revenue 


1 See Stevens, British Railway Outlook, pp. 16-17. 











490 QUARTERLY JOURNAL OF ECONOMICS 


arising from the extension of lines into less profitable 
territory. The guarantee was therefore limited to a 
definite term of years. 

The close financial bonds existing between the rail- 
road companies and the French government were 
first established by the so-called ‘ Conventions of 
1859,” which provided for the reorganization of lines 
controlled by the six great companies, creating in each 
a new ‘ network’ known as the “ Nouveau Réseau.” 
The “‘ Conventions ”’ were drawn up in order to permit 
the government to complete its system of railroads 
with the use of private capital, thus avoiding a heavy 
burden on the national budget. When the new and 
less remunerative lines were planned, it became neces- 
sary to utilize both the experience and the credit of 
the companies operating the old lines. This was 
accomplished by saddling the old lines with a large 
share of the expense of constructing and opening the 
new lines. To compensate them for this burden, 
the government guaranteed them against loss on the 
capital employed for this purpose. Each company 
joining the plan received a guarantee of interest at 
4 per cent for a period of fifty years, and amortization 
at the same rate on the capital employed. 

The importance of the Conventions of 1859, from 
the standpoint of the publicity of railroad accounts, 
lies in the supervision and control thus acquired by 
the French government. This resulted in regulations 
which, tho altered and amplified somewhat by later 
conventions and by special decrees, are essentially in 
force at the present time. 

The principal railroad accounts prescribed by the 
French government for the six great companies may 
be conveniently grouped as: (1) The capital accounts, 
consisting of (a) the “ construction account ’’ (Compte 








es 




















491 





CONTROL OF RAILROAD ACCOUNTS 


de Premier Etablissement) and (b) the “ equipment 
account” (Compte de Travaux Complémentaires); (2) 
The income or operating accounts (Compte d’ Exploi- 
tation); (3) The appropriation or net revenue accounts 
(Le Compte de Garantie et Partage). These and other 
less important and subsidiary accounts are submitted 
periodically to the Minister of Public Works. 

In addition to the accounts drawn from their books 
and records, the companies, in conformity to an 
administrative order issued by the Minister of Public 
Works, February 28, 1888, report during the first 
days of October each year a general budget (i. e., 
estimate), for the following year, of their receipts and 
expenditures for operation; the expenditures on capi- 
tal account for construction (travaux de construction) ; 
and the expenditures on capital account for equipment, 
rolling stock, etc. These budgets are uniform for 
all companies. Before they are submitted to the 
Minister of Public Works they are examined and 
approved by the consultative committee attached 
to each company.’ 

The principal accounts are discussed in order below. 

la. Construction Account (Compte de Premier Etab- 
lissement): — Unlike the British government, the 
French government strictly defines and supervises 
the capital expenditures of the railroads. The ad- 
ministrative decrees following the Conventions of 
1859 clearly stipulated that expenditures for the 
following purposes only can be charged to the con- 
struction account: — 


(1) Expenses entering into and leading up to the 
construction of each line and its branches to January 
1st following the opening of the line for traffic. 


1 M. Antoine Filippini, Controle de VEtat sur la Gestion Fi iére des Compag 
nies de Chemins de Fer, p. 95. 

















492 QUARTERLY JOURNAL OF ECONOMICS 


(2) The net operating and maintenance expenses 
during the period of construction for the constructed 
portions of an uncompleted line. 

(3) Payments during the period of construction 
for interest and amortization on the capital obligations 
issued for the purpose of constructing the line. When 
the road is opened to traffic the guarantee of interest 
payment for the line begins. 

In addition to these capital charges, the companies, 
after the Conventions of 1883, were authorized to 
charge to construction expense the deficits accruing 
from the operation of completed lines in a new system 
to January Ist following the completion of the system. 
This regulation entailed a new account, called the 
Compte d’ Exploitation Partielle. At the time the 
new account was authorized, it was estimated that 
about ten years would be required to complete the 
new lines. It was soon found, however, that the time 
would be much longer. Meanwhile, the constant 
piling up of deficits was carrying the construction 
accounts to enormous figures, and entailing increas- 
ingly heavy interest charges on the government. 
The companies, during the years 1890-1892, were 
accordingly induced to consent to a modification of 
the Compte d’ Exploitation Partielle. 

At the present time, the construction account for 
each separate line is provisionally closed on January 
1st following the opening of the line for traffic. There- 
after, during a period of five years, certain minor 
expenses and charges essential for the final completion 
of construction and for operation may be added to 
the general construction account. These charges 
are called Dépenses de parachevement.' Even after 
the five years have elapsed, permission may be given 


1 Filippini, op. cit., p. 68. 




















CONTROL OF RAILROAD ACCOUNTS 493 


by the administrative authorities to add to the con- 
struction account expenditures for the execution and 
completion of works recognized as proper charges to 
construction. 


1b. General Equipment Account (Compte de Tra- 
vaux Complémentaires): — The general equipment ac- 
count of the French railroads is charged with all 
expenditures for operating equipment, materials, roll- 
ing stock, etc. This is generally opened after the 
“ Construction Account” is closed. The maximum 
amount to be expended each year as a charge to this 
account is authorized for each company by the Min- 
ister of Public Works (the total for all companies being 
passed upon by the Parliament). If a company 
expends more than is authorized, the excess must be 
charged to current revenue in the same manner as 
repairs, renewals, replacements, etc. 

The principal mo‘ive for limiting the expenditures 
of the companies for additional equipment, etc., is the 
fear of aggravating the burden of guaranteed interest 
through excessive and continuous charges to capital. 
The extent of the additions to capital through charges 
to the Compte de Travaux Complémentaires is indicated 
by the fact that for the year 1908 the Minister of 
Public Works authorized expenditures for rolling 
stock to the amount of fr. 426,715,000 and for other 
equipment fr. 383,000,000; a total of fr. 809,715,000." 


1 Guyot, La Crise de Transports, p. 61. 

An arréte du Conseil d’ ftat, June 15, 1877, established the following rule regarding 
the charging of the cost of new equipment to capital: — 

That when new equipment is purchased to replace old equipment only the excess 
of the cost of the former over the latter can be made a charge against capital. When 
the old equipment is abandoned and not replaced, the book value thereof is charged 
to income, and if new equipment is purchased at a less cost than the equipment re- 
placed, the capital it is reduced by the tt of the difference in cost and the 
income charged with the resulting loss. See Picard, Traité de Chemins de Fer, vol. 
li, p. 468. 
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In spite of the well defined rules for determining 
capital charges, frequent disputes between the com- 
panies and the administrative authorities have arisen 
over two important matters in railroad accounting, 
(1) The treatment of abandoned and unemployed 
property, and (2) charges for the cost of temporary 
construction and equipment. For obsolete and aban- 
doned property, the principle generally prevails of 
crediting the cost to capital through a charge to 
revenue.! Temporary equipment both the com- 
panies and the government generally agree should 
be paid for out of the revenue of the period during 
which such construction or equipment is in use. The 
government now requires all provisionary and ex- 
perimental construction to be carried to a suspense 
account. If the construction is abandoned, the cost 
is charged to revenue, but if maintained and used 
permanently, it becomes a capital charge. 

The capital obligations created by the companies 
also command the closest supervision and attention 
on the part of the administrative authorities. Each 
company is required to report to the Minister of 
Public Works and to the Minister of Finance before 
the sixth of each month a detailed statement of its 
bond and stock issues of the preceding month and the 
total issued since the first of the year. 

2. The Revenue Accounts (Comptes d’ Exploitation) 
are regulated and supervised in the same manner as 
the capital accounts. The statutory classification 
of receipts and expenditures does not differ essentially 
from that in Great Britain and in the United States. 
In the matter of operating expense, however, the 
French government exercises close vigilance. A com- 
pany is required to charge as operating expense: (1) 


1 See Filippini, op. cit., pp. 106-112. 
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All expenditures, dating from January Ist following 
the opening of each line, for ordinary and extraordi- 
nary repairs, replacements, and the costs of adminis- 
tration, etc., but excluding such of these expenditures 
as the company is permitted or required to charge 
to capital; (2) Taxes; (3) The cost of maintaining 
landed properties up to the time of alienation; (4) 
Amounts set aside for reserves required or permitted 
by law; and (5) Amounts set aside for the benefit 
of employees. Specifically excluded from the ex- 
penses of operation are: (1) Interest and amortiza- 
tion charges on capital loans, including the interest 
charges on loans covering the excess of authorized 
capital expended on construction, and (2) Extraneous 
expenditures, 7. ¢., expenditures not pertaining to the 
operation of the railroad. 

When replacements consist of equipment of a more 
efficient and more expensive type than that replaced, 
the excess of the cost of the new over the old is charged 
to capital and the remainder to revenue. The excess 
when not known definitely may be estimated. The 
companies are required to maintain their equipment 
in good condition and to keep an adequate supply of 
operating supplies and materials on hand.! 

After the net earnings of each company have been 
determined and the fixed charges, such as interest 
and amortization, deducted, the account is submitted 
to the Minister of Public Works. This official exam- 
ines the reports thereon by the official auditors and, 
with the advice of the Minister of Finance, determines 
what changes and adjustments are to be made. If 
there is a deficiency of net revenue, he decides what 

1 According to the cahiers de charges imposed on the companies, they are to have 
on hand at the expiration of their concessions a stock of materials and supplies (‘‘ ap- 


provisionments ”’) sufficient for six months operation of the road. Filippini, op. cit., 
p. 108. 
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amount the government is to advance under the 
guarantee of interest, and if there is a surplus what 
the government is to receive under its right of partici- 
pation in profits. A company considering itself injured 
by the official revision of the accounts has recourse 
to the Council of State. 

The railway companies in France have separate 
accounts for the real and personal property in which 
their undivided profits are invested as “ private 
domain” (domaine privé). The revenue from this 
surplus is free from the liens of the State, and the 
companies have the privilege of increasing dividends 
from this source without interference. The Govern- 
ment, however, has the right to examine and verify 
the correctness of the domaine privé. In this 
auditing process considerable conflict with railroad 
officials results. The official inspectors are accused 
at times of seeking to transfer certain charges against 
operating revenue or even against capital to the debit 
of this undivided profit.' 


The Conventions of 1859 provided that the accounts 
must be submitted for examination to a commission 
appointed for each company by the Minister of Public 
Works. This commission was composed originally 
of a Conseiller d’ Etat, who acted as president, and six 
members, three of whom were chosen by the Minister 
of Finance.? With the co-operation of government 
auditors, each commission was empowered to audit 
every account of the railroad company to which it 
was attached. In 1883 these commissions de vérifica- 
tion were replaced by one central commission, working 


1 See Filippini, op. cit., pp. 74-75, 104. 


* Kauffmann, Chemins de Fer, etc., p. 400. 




















CONTROL OF RAILROAD ACCOUNTS 497 


under the direction of the Inspector General of Fi- 
nances. Its auditors (inspecteurs des finances) examine 
in detail the accounts of the companies both at the 
head office and at the stations. The officials of the 
companies are required to respond to all inquiries 
made to them by the inspectors. If discrepancy is 
noted by the inspector and is acknowledged by the 
officials of the company, the matter is officially cor- 
rected. If there is disagreement, the matter is brought 
before the central auditing commission through the 
Inspector General of Finances. The company may 
appeal from the decision of the auditing commission 
to the Council of State.! 

As a means of preventive control over the opera- 
tions of the companies, consultative committees work 
in co-operation with each company under the direc- 
tion of the Minister of Public Works. Each committee 
is presided over by an inspector general of ways and 
structures, who assembles the committee at least once 
a month. The propositions of the company, as well 
as the demands of the Minister of Public Works, are 
submitted. to this committee for consultation and 
approval. The committee deliberates on the com- 
pany’s annual budget and reports periodically to the 
Minister of Public Works the financial results of its 
operations.? 

To summarize, every financial activity of the French 
companies is subject to minute inspection and control. 
Regulations are prescribed regarding all the principal 
accounts, especially those relating to operation, to 
the payment of interest, to the distribution of surplus, 


1 Filippini, op. cit., pp. 67, 71. 


2 See Kauffmann, op. cit., p. 401. The presidents of the chambers of ce 
of the towns through which the lines of the company pass may attend the meetings 
of the consultative committee. 
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to capital investment; and also regarding such purely 
financial operations as the issue of capital stock and 
bonds, the amortization and redemption of capital 
securities, and the temporary investment of surplus 


funds. 
A. M. SAKOLSEI. 























SMALL HOLDINGS AND AGRICULTURAL 
CO-OPERATION IN ENGLAND 


SUMMARY 


The influence of America on English Agriculture, 499.— The 
Small Holdings Act of 1908, 501.— The application in the County of 
Cambridgeshire, 502. — Difficulties and achievements, 503. — The ex- 
periment at the Tile House Farm, Soham, 504.— Partial adoption of 
co-operation, 505.— Varying success of agricultural co-operation in 
England and on the Continent of Europe, 506.— Problems of 
co-operative sale, 509.— Conclusions, 513. 


Since about the year 1879, the initial year of the 
English agricultural depression, the course of English 
agriculture has been profoundly influenced by the 
opening up of trans-atlantic markets, in particular 
those of the United States, Canada, and the Argentine 
Republic. In the earlier part of this period it was 
in cereal crops and especially in wheat that English 
farmers felt American competition most severely. 
The result is to be seen in the large conversion of 
arable into grass. Thus in 1867 the proportions of 
arable and grass in the United Kingdom were 23 
million acres arable to 22 grass, in 1907, 19 million 
acres arable to 27 grass (the latter date including an 
extra million acres obtained in the interval by re- 
clamations). 

However, in 1904 there was a sudden and heavy 
drop in the wheat imports from the United States, 
which now seem to need the bulk of their produce 
for their own industrial population. Canada and 
the Argentine have meanwhile taken their place, but 
English agriculturists think that the transference 


from arable to grass has approached its end and that 
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with wheat at anything near 40s. per qr. the English 
output of wheat is not likely to be curtailed further. 
On the other hand, since 1867 the quantity of 
live-stock (excepting sheep) and of dairy and market- 
garden produce has increased. Yet even here, owing 
to the development of transit and storage, England 
is now exposed to foreign competition almost as much 
as in cereals — witness in particular the cheese and 
fruits of Canada, the meat of North America and 
Australasia, and the eggs and butter of Denmark 
and Russia. The English farmer has to face the 
fact that his only assured market is in products like 
milk and high class fresh fruits and vegetables, which 
must be supplied close to the place of consumption. 
Other countries of Western Europe have felt the 
effect of American competition no less than England. 
But they were better able to meet it, because from 
the beginning they had a strong peasant proprietary, 
which was particularly suited to the growing of the 
small products of the farm, such as vegetables and 
fruit, milk, poultry, and pigs, and because it was to 
these products that the trend of international agri- 
culture was more and more inclining Western Europe. 
In England, indeed, we have always had some 
small farms, but at the time of the agricultural en- 
closures of a century ago, the small yeoman class, 
preserved on the Continent by special legislation, 
was squeezed out of existence, as a compact body, 
by the harsh terms of the enclosure acts. The evils 
of this policy were not keenly felt while English farm- 
ing was mainly concerned with cereal growing and 
was comparatively free from trans-atlantic competi- 
tion. But since 1879 the situation has changed. A 
recent law in England, the Small Holdings and Allot- 
ments Acts of 1907, now superseded by the consoli- 


























AGRICULTURAL CO-OPERATION IN ENGLAND 501 


dating Act of 1908, is aiming to increase the number 
of small farmers. The act was not passed for the 
express purpose of increasing the number of dairy 
farmers and market gardeners. As I hope to show, 
wheat-growing can be successfully undertaken under 
certain conditions by the small holder. The intention 
of the act was the larger one of providing a broader 
stepping-stone between the agricultural labor and 
the tenant farmer and of thereby retaining on the 
land more of its best blood than heretofore. But it 
is certain that in England we were more or less con- 
sciously influenced by the example of the small farmers 
of Denmark and other countries of Continental Europe, 
and it is no less certain that the greatest successes 
of the small farmers of the Continent have been in the 
raising of dairy and market-garden produce. 

The act of 1908 provides for the acquisition of land 
by the County Councils (through compulsory pur- 
chase, if need be), to be relet by them to suitable 
tenants in small holdings and allotments of from 1 
to 50 acres. The tenants have power to purchase, 
but they have very rarely used the power. It also 
encourages the formation of co-operative small hold- 
ings and allotments associations on the one hand, 
and of co-operative trading societies and credit banks 
on the other. That the act is bearing fruit may be 
judged from these facts: first, that in April, 1908, 
applications had been made for land amounting to 
167,000 acres; and second, that since the passing of 
the act 130 small holdings and allotments associations 
have been created, of which 10 were in possession of 
land in July, 1909. 

It should be noted that the act speaks of “ small 
holdings’ and “allotments.” An allotment may 
not be more than 5 acres, a small holding anything 
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from 1 to 50 acres. The parish or other local council 
(as distinct from the County Council) has power also 
to supply allotments up to 5 acres. The statutory 
distinction between a small holding and an allotment 
is thus made somewhat vague, but the agricultural 
distinction is clear enough. A small holding is in 
purpose a small farm of from 5 to 50 acres, which 
will enable the tenant to make a living out of agri- 
culture mainly or wholly. An allotment is intended 
to supplement the earnings of the agricultural laborer 
or town artisan and to occupy his leisure only. This 
article is concerned not with the allotment, but with 
the small holding of 5 acres and upwards, which forms 
the more important part of the holdings which are 
being created under the act. 

The extent to which the act can be enforced depends 
on three things, the demand for land, the activity 
of the County Council, and the attitude of the land- 
owners within the County. The experience of the 
Cambridgeshire County Council, which has so far 
done more under the new act than any other County 
Council, will serve in illustration of these three points. 

The cultivated area of Cambridgeshire is something 
short of 500,000 acres. Between the passing of the 
act and January, 1908, the Council has received 
applications for more than 12,000 acres of land. This 
demand is real, because it is known that no applica- 
tion will be considered unless the applicant can pro- 
duce evidence of possessing capital sufficient to start 
the holding. The sum required is about £3 per acre. 

The activity of the Council is proved by the fact 
that in January last negotiations were pending for 
the acquisition of 6,000 acres. The land which is 
being negotiated for is in about 70 different places 
and the areas vary in size from 800 to 5 acres. Care 
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is taken only to apply to landlords who are big owners 
and for lots which will not disturb existing small 
farmers. The Council has already acquired 1,531 
acres, 692 acres by outright purchases at an average 
price of £20 per acre, and 839 on leases of from 7 to 
21 years at an average annual rental of slightly under 
£1 per acre. 

There have of course been difficulties, here as else- 
where, in the way of obtaining offers of land from 
owners. In some cases in other counties the opposi- 
tion has been reasonable, on the ground that the 
County Council is applying for the “‘ eyes” of a farm 
only, or for some central portion of a farm the loss 
of which would materially depreciate the outlying 
parts. But more often the opposition is based on 
hearsay information or vague prejudice; on the objec- 
tions of agents, who declare that it is more trouble- 
some to deal with small holders than with large far- 
mers — a difficulty that is precisely met by the small 
holdings association, which guarantees its members’ 
rent; or on the objections of large farmers, who are 
pleased to imagine that small holders are inclined to 
pilfer; or on the aesthetic distaste for small holdings 
as disfiguring the country, which even if true of the 
allotment is untrue of the small holding; or on the 
interference with hunting which small holdings occa- 
sion. 

The latest Memorandum! of the Cambridgeshire 
County Council states “ that in a large number of 
parishes enquiries addressed to the landowners have 
been unsuccessful and no suitable land is offered, 
and that in several places there is no prospect of the 
Act being put in force within a reasonable time with- 
out the use of compulsory power.”’ Corporate owners, 


1 9 January, 1909, p. 3. 
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especially the Colleges of the older Universities, are 
sinners in this respect, their idea of a small holding 
being a disordered field dirtied with hen-runs in the 
possession of an upstart radical. The County Coun- 
cils are in a difficult position. On the one hand they 
must not mutilate existing farms, and on the other 
hand they cannot afford to accept voluntary offers 
of very poor land or land far removed from a village 
or market. The latter policy would be a mistaken 
kindness to the intending small holder. 

The next question is, what is being done with the 
land thus obtained? Is it being redistributed among 
tenants who derive their livelihood from the land or 
among tenants who use it as an appendage to shop- 
keeping or village industry, or as a place to retire to 
on a private income? 

In Cambridgeshire at any rate the land is being 
mainly taken up by genuine rural tenants. Thus 
by far the largest single lot hitherto acquired is a farm 
that was taken over in the autumn of 1908, namely 
the Tile House farm at Soham near Ely, 660 acres 
in extent, distributed among 27 tenants. The Coun- 
cil has the farm on lease for 14 years and has relet it 
at from 24s. to 36s. per acre. Most of the land is 
under white crops, tho there are some green crops 
for rotation, peas, beans, mangolds, and potatoes. 

The operation of this farm suitably illustrates the 
conditions under which small holdings have a chance 
of success. In the first place, the land was taken 
the over in thoroly good condition. The large part of 
farm is white land (“shell marl’’) and the remainder 
black land, which is grass-farmed in common by all 
the tenants, every 8 acres of arable carrying one 
grazing right, 7.¢., for one horse or one head of cow 
stock. And the tenant rights (7.¢., the valuation 
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on each holding) were taken and paid for by the small 
holders on entering the farm. In the second place, 
the tenants are all men brought up on the land and 
in the locality. This is not a “ back to the land” 
movement of industrial incapables, forwarded by 
philanthropic agencies. The tenants, being familiar 
with the locality and with one another, know what 
to do and how to work amicably together. 

But modern farming has two sides, the purely 
agricultural side and the business side. The latter 
demands expert action, which can hardly be supplied 
except by some form of co-operation. The sponta- 
neous move of the Soham men in the direction of co- 
operation shows the tendency of the English small 
holders to follow in the footsteps of the farmers of 
Western Europe, as soon as there is a natural call for 
joint action. 

On the business side of agriculture there are three 
main needs: skill in the selection of agricultural 
requisites, especially artificial manures; sound credit; 
and expert selling. To this the Continent has replied 
with co-operative supply societies, co-operative banks, 
and in part, but only in very small part, with some 
kind of co-operative selling agency. 

Co-operative supply covers two departments, the 
supply of materials and the common use of machinery. 
In the case of Soham both these departments have 
been entered upon. The tenants have formed a 
supply society, called the Soham Small Holders 
Limited (for ‘‘ co-operative” is still an unsavory term 
in the English country side). The shares are £1, 
(2s. 6d. paid up) and the number to be taken by each 
tenant varies according to the size of his holding. 
The materials dealt in are manures, feeding stuffs, 
implements, and the like. 
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This is the simplest and easiest form of agricultural 
co-operation. It is general over Western Europe, 
and it is practised there by big as well as by small 
farmers. The Agricultural Organisation Society, the 
central organising authority of agricultural co-opera- 
tion in England, records for the year ending 1908 
128 supply societies in England and Wales, with a 
total turnover of more than £500,000. 

The main difficulty of co-operative supply concerns 
the size of the society. It should be big enough to 
take up a solid position in its dealings with outside 
firms, but not so big as to squeeze out or frighten 
away the smaller men, to whom co-operation is most 
essential. This latter is the danger of the big Eastern 
Counties Farmers’ Co-operative Association (head- 
quarters Ipswich, county Suffolk) which in 1908 had 
a turnover exceeding £200,000. 

The way out of the dilemma seems to be on the 
Continental lines of small local societies with pro- 
vincial or national wholesale federations. And this 
way is now being followed in England by the Agri- 
cultural Co-operative Federation, which negotiates 
with manufacturers, importers, and wholesale firms, 
on behalf of the local and especially the smaller local 
societies. 

The supply of agricultural machinery is a special 
department of agricultural supply, because much 
machinery, owing to its expensiveness, is not bought 
for individual accounts, but is held by the society 
and used jointly. Thus the Soham Small Holders 
Ltd. have manure drills, corn drills, reaping machines, 
and Cambridge rollers, which are let out to the mem- 
bers at fixed times and at a fixed tariff. The difficulty 
in the joint use of machinery is that the machines 
are apt to be wanted by all the members of a society 
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at the same time. The Soham holders seek to escape 
this difficulty by a rule that a member wishing to 
use any implement must enter his name for it not 
more than 6 days in advance, and if he does not use 
it within 3 days of the date named he loses his turn. 
This prevents members from booking many days 
ahead, on the chance of wanting a certain implement. 
In the special case of Soham the difficulty is not so 
urgent, as there is a considerable amount of private 
tackle in the neighborhood. 

About co-operative banking in England the tale 
is very different. The village bank, so successful on 
the Continent — there are over 13,000 in Germany, 
with no single instance of failure — has hung fire in 
England, despite a flood of propagandist literature 
on the subject. We cannot attribute this off-hand 
to the ignorance of our small farmer, because he 
is at least as intelligent as the French or German 
peasant. Perhaps the explanation may be found 
along two lines. 

First there is the general reason that the English 
farmer, under the English system of leasehold tenure, 
rents from his landlord not only land, but also much 
fixed capital. Being a bigger man than the small 
proprietor of the Continent, he is strong enough to 
command what current capital he needs at the ordi- 
nary joint stock bank. As regards the large farmer, 
this condition of things is likely to persist. But there 
are many small farmers whose banking habits are 
very rudimentary; and their number will be increased 
with the spread of small holdings. The amount of 
capital required to work an acre of ordinary arable 
land may be put at £5 to £8 per acre, according to 
the size of the holding and the proportion of labor 
supplied by the tenant and his family. The inade- 
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quacy of the small holder’s capital, and his difficulty 
in supplementing this by borrowing, are dangers to 
which agricultural experts are rightly calling serious 
attention. 

The Soham holders are now being called on to face 
this difficulty. They had enough money to take over 
their holdings last year (1908): several men actually 
backed their application by producing a bundle of 
sovereigns. They have been able to maintain them- 
selves and their families as well as to farm the land 
fully up to the present harvest time (September, 1909). 
But their funds will be insufficient when money is 
wanted for the purchase of stock in the coming winter 
(1909-10). In view, therefore, of this approaching 
need, the local organisers tried to start a village bank 
in January, 1909, but it did not “ go”; partly because 
the men found it difficult to appreciate the workings 
of it, but mainly because, as they said, they did not 
seem to feel the need of it. The need, however, will 
certainly be felt soon. 

A second reason of failure is to be found, I think, 
in the hard and fast lines on which organisers in Eng- 
land have invoked the imitation of the Continental 
village bank, called the Raiffeison bank after its 
German founder. The principles of this type of bank 
are unlimited liability, nominal capital, and no divi- 
dends. We in England have not to deal with the 
same material as had Germany 50 years ago, — an 
old established peasantry well practised in credit 
dealings, but in dealings with Jewish usurers only. 
We have on the one hand sound provincial banks, 
which through the growing amalgamation with Lon- 
don houses are found to be showing less inclination 
to bother with very small country credits. On the 
other hand we have a number of small farmers, primi- 
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tive perhaps, yet little victimised in their credit 
operations. For these men unlimited liability has 
considerable terrors; and it is probable that the 
necessity for it may be avoided by means of joint 
action with outside banks. Thus in the Soham 
scheme a big provincial bank offered assistance on 
the following terms: the Small Holders’ bank to issue 
among its members according to acreage £1 shares 
with 2s. paid up, bearing 4% interest, and the pro- 
vincial bank to advance an amount something short 
of the total of the capital, paid up and uncalled. 
Perhaps even a modification of this might serve as a 
beginning, the village bank merely guaranteeing a 
part of the provincial bank’s loans to individuals. 

Finally there is the question of sale, the most im- 
portant single operation of agriculture. Co-operative 
sale has been and is still the stumbling block of agri- 
cultural co-operation on the Continent, as well as in 
England. But here a distinction must be drawn. 
High success has been achieved in Denmark with the 
co-operative sale of butter, bacon, and eggs. But 
the butter and bacon are first manufactured co-opera- 
tively and then sold by the society as the final stage 
in its co-operative production; while eggs are only 
a subsidiary industry on the farm. By co-operative 
sale I mean in particular the joint selling of the main 
produce of a farm in its harvested form directly to 
the wholesale market. 

The same reasons of failure are heard on the Con- 
tinent as in England. ‘ The farmer likes his day at 
the market.” ‘ He does not believe that an agency 
can get as good a price as himself.’ Or, as a French 
writer naively puts it, “it is at the moment of sale 
that the egoism of the farmer most asserts itself.” 
To appreciate, however, the real difficulties, a further 
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distinction must be drawn, which is of particular 
importance from the standpoint of the small holder. 
The distinction concerns the nature of the produce, 
according as it consists of cereal crops; livestock; or 
market garden produce, such as fruit, flowers, and 
vegetables. 

Wheat is not grown in sufficient quantities to be 
graded and stored in elevators on the American prin- 
ciple. It is sent to the local market in sacks and 
sold by sample. There is open competition and a 
definite market price. The small holder in his local 
market probably suffers little disadvantage in the 
matter of bargaining. Co-operation has not many 
economies to offer. In Germany, where the co- 
operative corn houses have been heavily subsidised 
by the Government, the result is nevertheless meagre 
and disappointing. The co-operative sale of live- 
stock lies midway between cereals and market garden 
produce. There is an open and well organised mar- 
ket, but the variations in the quality of the stock 
leave a wide field for individual higgling, which the 
farmer loves and at which he is generally less expert 
than the buyer. Several societies, in particular the 
Winchester Agricultural Trading Society, have made 
a successful beginning with co-operative auction sales. 
The Report of the Agricultural Organisation Society 
for 1909 (p. 27) states: — ‘‘ Until recently great diffi- 
culty has been experienced in securing entries of cattle 
for the auction, but this is being slowly and surely 
overcome, as the number of beasts entered during 
the past few months has exceeded expectations and 
satisfactory prices have been realized. . . . The scale 
of commissions is very moderate and as the society’s 
operations have brought about a general lowering of 
commissions in Southampton market, all livestock 
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vendors on the market have effected considerable 
savings.” 

Market garden produce stands on a different footing 
from cereals or livestock. The grower generally aims 
at establishing a speciality and getting exceptional 
prices for early lots. But the market for specialities 
is limited; and as small holdings increase, the keener 
and more disheartening will this competition become 
to the small holders. Much harm has been done to 
the movement by the fallaciously optimistic returns 
of private experimenters, who have had exceptional 
facilities for retail selling. 

Some kind of combined action through a co-opera- 
tive selling society with an agency in London or the 
local town suggests a way out of the difficulty, which 
is a very real one. For altho in general a better all 
round price would be obtained in the long run by 
joint action, in individual cases special prices would 
be lowered. But there would be a saving in middle- 
men and costs of transportation, especially in rail- 
way freights, which must be high when small produce 
is dispatched, in single lots, and often (for fear of dis- 
closing the customers’ name to local competitors) 
without a clear label. A fruit grading society could 
effect signal economies in the grading and repacking 
of fruit. For unfortunately it is the foolish but per- 
sistent perversity of many farmers to suppose that 
anything but a very temporary advantage can be 
gained by the elementary device of placing the best 
fruit on the top, or by the less elementary device of 
placing good samples at the bottom, as well as at the 
top, or by the positively intellectual device of the 
“ stove-pipe” system of packing, invented for the 
discomfiture of the buyer who takes out a stave of 
the barrel. 
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In spite of these clear advantages, the attempts 
of societies like the Hereford Fruit-growing Society 
(deceased) in England and others on the Continent, 
have so far broken down on the same stumbling block, 
namely that the farmers send their produce irregu- 
larly or send only their worst produce. The lesson 
is that the half way house to co-operation is useless. 
The members must deliver regularly and must deliver 
good produce as well as inferior. Such at any rate 
is the practice of the only big successful fruit selling 
society of which I know on the Continent, namely 
at Odense, in Denmark, which may be found selling 
apples and small fruit by contract in London at times 
when English farmers complain that their fruit is not 
worth the picking. 

In the meanwhile, however, it is necessary to face 
the further problem that the grading and preliminary 
price-fixing must be done locally and that a small 
local society can hardly support an expert for this 
purpose; while an amateur’s work will not be accept- 
able. In one part of England, Lincolnshire, a partial 
solution is provided by the enterprise of the industrial 
co-operative store in Lincoln town, which buys local 
produce and has on the spot a special departmental 
manager for the examining and valuation of produce. 
The farmers in return get cash, but may, if they wish, 
have the proceeds put to their account at the store 
for the purchase of household necessaries. It must 
be remembered, however, that the industrial co- 
operative store, with its working class custom, is 
concerned (rightly) with providing only the class of 
produce that its members demand. Just as some 
of the co-operative vintries in Italy and France have 
failed to find a market with the stores, because they 
produce wines of exceptional quality, so also more 
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than one Welsh society has found itself offering to 
stores in the Midlands Welsh mutton of higher quality 
and price than the stores have a use for. 

The conclusions which I endeavor to draw from 
the above facts and arguments may be resumed briefly 
as follows. 

The small holdings movement in England is a 
natural and genuinely rural movement: and the 
recent small holdings legislation is a legitimate answer 
to an effective demand. It may fail; but given suit- 
able conditions, such as every movement must have, 
I can see no economic reasons why it should. Co- 
operation is a device whereby certain business econo- 
mies can be effected. It is limited in its scope, but 
within its scope it is a proved success on the Continent, 
and it has already taken a firm root, twenty years 
ago in Ireland, and more recently in England. The 
small holder will not make a fortune, but if he has 
decent and sufficient land, he may expect the wages 
of an agricultural laborer and as much again in 
profits. 

Our journalists and urban writers talk blithely of 
“* back to the land,’’ forgetting that a dock laborer can 
no more be transfigured into a farmer than into an 
engineer. The rural drain cannot be stopped: it 
must stop of itself, not under the enticement of rural 
amusements (tho this may do something), but by 
the provisions of a wider stepping stone between 
the agricultural laborer and tenant farmer. It is 
said that the smaller farmers in Cambridgeshire have 
been more successful than the big men in weathering 
the agricultural depression which is now passing away. 
At any rate the present movement has sprung up 
after the experience of the full force of the agricultural 
changes incident to the development of international 
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agriculture. As a nation I believe we are industrially 


still vigorous and young, but, if we are to remain so, 
we must continue to have the basis of all industrial 


strength, a sound rural population. 


C. R. Fay. 


Curist’s CoLLEGE, CAMBRIDGE, ENGLAND. 
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PRESENT WORK AND PRESENT WAGES 


SUMMARY 


I. Professor Taussig’s doctrine of a limitation of wages. Tho 
present consumption must come mainly out of past product, the full 
reward of labor is not limited by past product, 515. — Present efficiency 
in part affects wages, 518. — II. Services a factor in social income, 521. 
— Modern methods of bargaining make possible immediate gains in 
wages, 521.—Savings admitted by Professor Taussig to bring about 
elasticity, but the admission minimized by him, 523. — Savings of 
wage-earners often withdrawn, then replaced; not the annual interest 
alone is to be considered, 525. — III. Statistical evidence as to the 
extent of workingmen’s savings, 528. — Conclusion, 534. 


INASMUCH as Professor Taussig’s discussion of the 
relation between present work and present wages! 
has reappeared, without the original qualifications, 
in Bullock’s Selected Readings in Economics,? it 
seems to call for renewed consideration and criticism. 


I 


Professor Taussig demonstrates without difficulty 
that “the greater part of present labor is given to 
production at stages preceding by a longer or shorter 
interval the attainment of the enjoyable result,’ and 
that ‘ most of the labor being done at the present 
moment will bring consumable goods at some time 
in the future; while the consumable goods now avail- 
able are mainly the product of past labor.” * 


1 See Taussig’s Wages and Capital, ch. 1. See also Professor Taussig’s article 
on “ Capital, Interest and Diminishing Returns,” in this Journal, vol. xxii, pp. 333-363 
(May, 1908). 


2 Chapter 18. In connection with this, ch. 4 of Wages and Capital, on the 
“ Elasticity of the wages fund,” should be read. Of the qualifications contained in 
ch. 4, more will be said below. 


8 Ibid, pp. 522-523. 
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But when Professor Taussig attempts to draw the 
conclusion that “real wages are virtually to their 
full extent the product of past labor,'”’ the argument 
is invalidated by a non-sequitur. The error consists 
in making wages and subsistence substantially equiva- 
lent — unless, indeed, we understand Professor Taus- 
sig as practically accepting the doctrine of the “‘ iron 
law of wages.” 

That present subsistence or present consumption 
must come out of past product, out of utilities that 
have, at the best, received their finishing touches in 
the more or less recent past, must of course be granted. 
Present subsistence or consumption cannot come out 
of future production. But to argue that the full 
rewards of labor are limited by past product — esti- 
mating from the time when the labor was performed 
—is quite another matter. For this assumes that 
the rewards of labor merely equal subsistence or that 
the laborer is characteristically improvident and that 
he draws at once upon the stock of completed goods 
to the full amount of his claim. As a matter of fact 
laborers do not thus immediately turn their wages 
to the full extent into subsistence utilities. The 
deposits of laboring men in savings banks, the invest- 
ments of laboring men in insurance, and in building 
and loan associations, and the accumulation by labor- 
ing men of strike and benefit funds, prove the contrary.’ 
Tho it is true that the “ real wages ” of the laborer 
consist in the commodities consumed, it is by no 

1 I take it that this means “ past product "’ as estimated from the period when the 
labor was performed and the wages received. The real rewards of labor, as of the 
other factors in production, in so far as these rewards consist of commodities and not 
of services, must unquestionably represent the product of past labor in the sense that 
they are completed products at the time of purchase as consumable goods. If Professor 


Taussig’s proposition means merely this it is a truism and without special significance 
in this connection. 


2 See Part III of this paper, below. 
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means necessary, nor is it actually the case, that 
laborers redeem their claims to those commodities 
immediately and to the full extent of their wage. 
Modern laborers, like other people, —if not to the 
same extent,— have in many cases regard for the 
future. They “lay up for a rainy day” or invest 
a part of their wages or put a part aside because 
market conditions are not favorable for the purchase of 
the things they want. That others may consume the 
goods that they elect not to consume, that individual 
postponement of consumption does not necessarily 
mean that the consumption of the goods in question 
does not take place, does not change the situation. 
As a matter of fact a part of the real rewards of labor 
does not come out of past product, but comes out of 
the product completed in the future, as estimated 
from the period when the labor was performed. Neither 
is all of the laborer’s present effective demand due to 
his attempt to turn present money wages into con- 
sumable goods. A part of his present demand may 
be, and often is, due to his present expenditure of past 
savings. Here, as always, the subsistence itself is out 
of past product; but as a part of the laborer’s reward, 
and estimated from the time when the work was done 
and the wages earned, it represents not necessarily 
past production, but very possibly future production. 
The point is, that while subsistence is limited by 
past production, the full rewards of the laborer are 
not thus limited. Subsistence is limited by capital 
in so far as we refuse to release consumption goods 
from the category of capital goods until the goods in 
question are actually on the consumer’s table. But 
so far as wages exceed subsistence, to that extent the 
rewards of labor are not necessarily limited by past 
production and to that extent wages are not necessarily 
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paid out of real capital. To argue that that portion 
of the laborer’s reward the consumption of which he 
for the present postpones must at any rate pass 
through the category of capital goods before final 
consumption is beside the point. The question is 
not whether all consumption goods are not capital 
goods until they are finally consumed, but whether 
the present reward of Jabor is virtually limited by 
past production, 7. e., by ‘‘ a wages fund made up of 
commodities.” 

It is thus impossible to rehabilitate the old doctrine 
of the ‘‘ wages fund ” without at the same time accept- 
ing the “ subsistence theory ’’of wages. Wages de- 
pend, in part at least, upon the present efficiency of 
the laborer, and, by higher efficiency, or by more effec- 
tive bargaining, the laborer can increase his present 
wage tho he may not be able to essentially increase 
the present stock (or the present flow, if you choose) of 
consumable goods. Professor Taussig, in his zeal to 
distinguish between real and nominal wages, commits 
the error of concluding that the rewards of labor are 
virtually limited by the stock of goods, either com- 
pleted or just arriving at completed form at the time 
the labor is being performed. As a matter of fact, 
not only is a portion of the rewards of present labor 
realized in present and in future production, but from 
the strictly economic point of view laborers are not 
producing commodities at all. They are producing 
values. From this point of view, not even those 
laborers engaged in giving the finishing touches to 
commodities are ‘‘ producing commodities.’’ Laborers, 
from this point of view, are not paid for producing 
commodities; they are paid for producing values. And 
the laborer who is devoting himself to the early stages 
of production is just as truly producing values as he 
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who is engaged in putting the final touches upon a 
commodity. In neither case does the full wage neces- 
sarily depend upon the particular completed product, 
nor upon the total sum of completed products avail- 
able at that particular time. The result of the wage 
earner’s efforts is primarily not a commodity — either 
inchoate or completed — but an increment of value. 
The wage earner’s reward is not primarily in com- 
modity form — either inchoate or completed — but 
consists of value units, — of a claim or title to eco- 
nomic goods in general. Neither laborers nor others 
subsist directly from values; but nevertheless, on 
account of the present system of production by divi- 
sion of labor and round-about methods, the value 
product is logically antecedent to the commodity 
product and the value or money wage is antecedent 
to the real wage. To the wage earner, the passage 
to real wages is via money wages only, and this must 
not be overlooked in our eagerness to distinguish 
between nominal and real wages and to emphasize 
the latter: The laborer’s reward is primarily a 
money wage and one of the functions of money being 
that of a “store of value,” the laborer is not com- 
pelled to turn his money wage at once and to the full 
extent, into real wages; but in so far as his claim to 
real wages exceeds present necessities, he may post- 
pone the realization of his reward from past product 
to present or even future product. 

If the laborer is a spendthrift and elects to expend 
his entire money wage at once, or if the approximate 
adjustment of wage to subsistence demands such 
immediate and complete expenditure,? then, if we for 


1 It is this fact alone that gives the word “ unemployment” any semblance of 
rationality as an expression of an undesirable condition. In like manner under any 
other point of view the phrase “ right to work " would be utterly absurd. 


2 The buyer who is insistent, either because of necessity or because of spendthrift 
habits, thereby exerts an upward influence on prices that tends to exhaust his purchas- 
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the moment disregard services and the existing accu- 
mulated savings fund, we must admit the approxi- 
mate correctness of Professor Taussig’s argument. 
From either of these two points of view the laborer’s 
reward is not only limited by past product but in so 
far as we accept the theory that present saving per- 
mits the creation of capital goods, and thus makes 
possible a larger future production by the use of 
increasingly round-about methods, the possible re- 
wards of his future labor are also limited by his present 
non-disposition or non-ability to save. On the other 
hand, in so far as laborers are not spendthrift and in 
so far as the rewards of labor exceed subsistence, the 
present rewards of labor are not only not limited by 
past product but the savings of laborers above present 
consumption contribute to a larger future product. 
In the meantime goods that were unfinished at the 
time the labor in question was performed and the 
wages earned — and in the finishing of which these 
very laborers may have been concerned — will have 
arrived at completed form and will be available for 
purchase out of the unexpended balance of past wages. 
This increased future product thus constitutes not 
only the source of higher possible rewards for future 
labor, but by virtue of the fact that it is ordinarily 
an ‘increased product,” that part of the laborer’s 
past money wage, the realization of which in actual 
commodities was postponed to the future, brings to 
him a larger stock of the enjoyable goods of life.’ 

ing power so much the sooner and that yields him the minimum amount of real goods 
in return. The cautious buyer, on the other hand, for the opposite reason generally 


secures the maximum amount of real goods with the minimum expenditure of pur- 
chasing power. 


1 See Hamilton, Savings and Savings Institutions (1902), pp. 29, 96-100. See 
also Proceedings of the Third Annual Convention of the Savings Banks Association 
of the State of New York (1896), pp. 53-55; ibid., 1897 (Fourth Annual Convention), 
PP. 62-63, 69-70. See also Bankers’ Magazine (N. Y.) 78, pp. 722-727 (Nov. 1908). 
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II 


We may now take up for consideration the quali- 
fications referred to above as being contained in 
Chapter IV of Wages and Capital on “ The Elasticity 
of the Wages Fund,” which, unfortunately, do not 
appear in Professor Bullock’s Selected Readings. 

It may be said in the first place that these qualifi- 
cations fail to take account of services as a factor in 
the elasticity of the “ wages fund,” though with a 
rising standard of living services are becoming rela- 
tively more important and commodities relatively 
less important in the real income of laborers. There 
is under present conditions considerable opportunity 
for immediate expansion of the “ wages fund ”’ in this 
direction because of the existing incomplete utiliza- 
tion of many varieties of this form of utility. With 
higher nominal wages or shorter working hours imme- 
diate advantage could be taken of this opportunity 
by laborers. 

In the second place, Professor Taussig’s conclusion 
that laborers cannot get “an immediate or early benefit 
from the results of improvements made at the time 
when their wages are earned’?! must be, in turn, 
materially qualified. Modern wage earners have 
much to say about the conditions under which they 
work and, in many cases, improvements are not 
introduced except with the consent of the wage earners 
and upon such terms as enable them to share at once 
in the resulting benefits. In some cases the regular 
trade agreements cover these points? and in other 


! Wages and Capital, p. 93. 


2 “ Under a system of payment by the amount of yarn spun, the operative auto- 
matically gets the benefit of an increase in the number of spindles or rate of speed. 
If any improvement takes place in the process, by which the operative’s labor is re- 
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cases the employers voluntarily concede a share in 
the resulting advantages in order to forestall disaffec- 
tion on the part of the laborers. These benefits may 
take the form either of higher wages, shorter hours, 
more regular employment, or of any combination of 
benefits such as these. If in the form of higher wages, 
there is a larger surplus above subsistence, the expen- 
diture of which the laborer may postpone either by 
adding to his savings or in some other manner. If 
in the form of shorter hours without diminution of 
wages, it may afford the opportunity for increasing 
real income by a larger participation in the enjoyment 
of services—the present incomplete utilization of 
which was referred to above. If in the form of more 
regular employment, the amount of earnings is in- 
creased without necessarily terminating the leisure 
required for the enjoyment of services. When the 
result of the improvements in question has worked 
itself out ultimately, the wage earner as a consumer 
reaps a balance of additional benefit, and the surplus 
of present wage above subsistence may enable him 
to participate in this without reference to the wages 
of future work.! 


duced, the onus of procuring a change in the rate of pay falls on the employer. The 
result is, that so effectually is the cotton spinner secured by his piece work lists against 
being compelled to give more work without more pay, that it has been found desirable 
deliberately to concede to the employers, by lowering the rates as the number of 
spindles increases, some share of the resulting advantages in order that the Trade 
Union may encourage enterprising mill owners in the career of improvement. The 
cotton weavers have a similar experience."” Webbs’ Industrial Democracy, vol. i, 
Pp. 289 (1897). See also pp. 408-410, and ch. 8, generally. Compare also the cir- 

t: ted with the introduction of the linotype in the printing trade in 
the United States. [Barnett: ‘‘ The Introduction of the Linotype ” (Commons, Trade 
Unionism and Labor Problems, ch. 10.)} It should be noted in this connection that 
labor unions determine the working conditions for a far greater number of laborers 
than are included in their own membership. 





1 A. S. Johnson, in an article in this Journal (November, 1905) on “‘ The Effects 
of Labor-Saving Devices on Wages,” expressly rejecting the statistical method and 
approaching the problem in a purely analytical way, concludes that “ there is no 
logical basis for the view that every labor-saving invention must necessarily benefit 
the laborer in the long run,” tho he admits that “‘ most practical inventions probably 
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The most important qualification, however, which 
Professor Taussig makes in this connection is con- 
tained in the following words: 


“There is another possibility, and a significant one, of more 
practical importance in regard to other forms of income than those 
usually called wages, but not without its importance for wages 
also. It has been assumed hitherto that money income is spent 
as soon as received, and goes at once to the purchase of consumable 
commodities. But purchases may be postponed and savings made: 
a modification in the assumed conditions which we may now pro- 
ceed to consider. 

“The simplest form of saving is hoarding; and it is an easy 
matter to trace the modifications which would ensue from hoard- 
ing. The real income from labor comes when the money income 
is spent. If it is spent a year after the work is done, the consum- 
able commodities then existing are the source of real income. In 
the meanwhile some of the commodities may have become more 
abundant and cheaper; in which case wages, as to the part post- 
poned, are subject to the conditions of supply of the later date, 
not to those existing at the time when the work was done. So far 
as the conversion of money wages into real wages is put off, the 
laborers thus have a clear field for participation in the results of 
improvements going on while they work, or in those of greater 
strenuousness of their own labor.” ' 


Professor Taussig then proceeds to point out that, 
in modern communities, the usual form of saving is 
investment and not hoarding, and he follows the his- 
tory of the funds thus saved as they pass through the 
various savings agencies and enter into the productive 
process. Turning to the fund as an investment, 


do, owing to the fact that most inventions cheapen products largely consumed by 
labor.” T. N. Carver's article, also in this Journal (February, 1908) on ‘‘ Machin- 
ery and the Laborers,” treats the problem in a similar way and concludes that even 
in those cases where laborers may ultimately benefit from the general results of in- 
vention s of machinery, the measure of advantage is apt to be smaller than that which 
accrues to capitalists from the same improvements. Professor Carver somewhat 

difies this lusion, however, by the further conclusion that “ altho the labor- 
er’s income has not been increased by the invention of labor-saving machinery of 
various kinds as much as other incomes have been, the conditions of the laborer have 
been ameliorated in other ways which help to compensate him for his relative loss.” 





1 Wages and Capital, pp. 94-95. 
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Professor Taussig asserts that the individual saver 
“does not ordinarily avail himself of the recurrent 
opportunity which comes as the loans made to the 
active managers fall due,’”’ but ‘“ reinvests, repeating 
the decision to save,’’ and “ spends only the money 
income handed over to him as interest on his accu- 
mulations.”” With this annual interest income the 
wage-earning saver “‘ becomes each year. . . a pur- 
chaser of real income,” and a sharer “ in the inflowing 
supplies of consumable goods,” and thus, “so far as 
the reward for his labor is concerned . . . is inde- 
pendent of those present limitations on real income 
which we have found to exist for such as spend their 
whole money income at once for the satisfaction of 
immediate wants.” ! 

Professor Taussig then reaches the decisive stage 
of the discussion, when he rightly rests the “ impor- 
tance of this additional element of elasticity in the 
real reward of labor ” on the “ extent to which savings 
are in fact made from money wages.”’ On this all- 
important point he concludes that in respect to ‘‘ the 
great mass of hired laborers, and even the great mass 
of those independent workmen in agriculture and in 
the crafts . . . the savings are probably very small as 
compared with their total earnings”; that, while 
“ the accumulations in the savings banks of the more 
advanced countries form as imposing mass” they 
come only in part from the savings of wage earners 
and are, in any case, “ small as compared with the 
whole sum which is paid in wages”; and finally 
that “it cannot be far from the truth to say that 
virtually the whole of the wages of hired manual 
laborers is spent at once on consumable commodi- 
ties, and therefore is subject to the causes by which 


1 Wages and Capital, pp. 95-96. 
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the supply of consumable commodities is so largely 
predetermined.” ! 

Thus the qualifications in favor of a measure of 
elasticity in the ‘‘ wages fund,” which are so admira- 
bly stated in the first part of the citations above and 
which promised so much, are “ virtually’ dismissed, 
and the original position left open to the criticisms 
offered in the first part of this discussion. 

Inasmuch as Professor Taussig has offered no 
statistical proof, or estimate even, in support of the 
position which he here takes as to the extent of savings 
by wage earners, some criticism incidental to his 
method of presentation of the subject may first be 
offered. 

In the first place, the attention of the reader is, all 
unconsciously perhaps, directed away from the present 
important accumulated savings fund due wage-earning 
depositors, and, in a measure, from the annual surplus 
of wages above subsistence, which makes possible the 
maintenance or the increase of the principal of this 
fund, and towards the relatively small axnual interest 
on the accumulations of the individual saver. The 
net result of this unconscious, logical sleight-of-hand, 
always peculiarly insidious in an a priori discussion, 
is to unduly minimize the impression as to the impor- 
tance of the savings of wage earners. Under cover of 
the assertion that the individual saver does not ordi- 
narily avail himself of the privilege of the recurrent 
opportunity for spending which comes as the loans 
fall due, and that he reinvests and spends only the 
interest received on his accumulations, important 
considerations in relation to the principal of the fund 
are slurred over. Again, it is hardly in accordance 
with the facts to assert that the investment of the 


1 Wages and Capital, pp. 96-97. 
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individual saver is ‘“ usually permanent.’ It is 
doubtless true that taking the savings of wage earners 
as a whole the principal of the fund is in the long run 
maintained intact, and even increased, and that as 
a whole the investment may be a permanent one. 
But it is quite different with the individual depositors. 
At any particular time there are some who for a series 
of years have been constantly adding to their deposits 
or who have at least maintained them intact — in 
the mean time expending only the annual interest 
on the accumulations — and who are now exhausting 
the principal itself of the fund, by withdrawal. There 
are others entirely similar to the class just mentioned 
except that they have allowed even the interest to 
remain and become a part of the principal and who 
are now by withdrawal exhausting both the original 
principal and the interest — accumulated or com- 
pounded. There are others who are just beginning to 
open deposits or who have recently done so, and who 
expect to add to their savings for an indefinite period 
in the future, and upon whose action depends in large 
measure the maintenance of the fund as a whole. Ulti- 
mately, however, they too will withdraw their deposits, 
and the burden of maintaining the whole fund as a 
permanent investment will fall upon others. Still 
others there are whose practice has been less regular 
than that of the classes mentioned above — who now 
add to their deposits, now withdraw, and now add 
again. But the individuals of this class, just as those 
of the other classes, will in time finally withdraw the 
principal of their deposits and will be replaced by 
others who will help to maintain the fund. 

1 That is, the investment of the individual saver cannot be said to be “ perma- 
nent” in the sense that the principal of the deposit is never withdrawn. Such 


individual deposits are, of course, ‘‘ permanent investments” in the sense that they 
are often made for comparatively long periods. 
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Thus, in time, practically the whole mass of original 
individual deposits will have been withdrawn and 
will have been replaced by the deposits of others, and 
again in time these latter will be replaced by the 
deposits of still others, and so on indefinitely. 

This constant and successive withdrawal and ex- 
penditure of the principal of the individual deposits 
finds no recognition in Professor Taussig’s description, 
and yet it is of vital importance in the attempt to 
estimate the extent to which savings enable wage 
earners to realize the rewards of past efforts in future 
production. For it is evident that both the annual 
interest on the fund and the fund itself at final with- 
drawal must be taken account of in this connection. 

On the other hand it is highly important that the 
principal of the savings fund as a whole should be 
maintained, and even increased to the greatest extent 
possible, inasmuch as the wage earners benefit indi- 
rectly from the effect of their own savings, as of all 
savings, upon industry. The excess of yearly wage 
above subsistence, and of thrift above unthrift, is 
therefore a matter of the highest importance. 

If it is asked, then, whether the ability of wage 
earners to realize the rewards of past labor in present 
or future product is to be measured by the annual 
contribution to the savings fund, or by the total 
existing accumulation of savings, or by the annual 
interest on accumulations, it is clear that all three 
factors must be taken into consideration.! 


1 The annual contribution to the savings fund has indeed, from the point of view 
of the present inquiry, a greater significance in reference to the future than in reference 
to the present, inasmuch as an attempt to expend current savings in the near future 
would approximate the expenditure of current earnings for subsistence utilities. 
This consideration is, however, largely a merely nominal one, as most contributors 
of surplus earnings to savings are either not disposed to withdraw recent deposits in 
the immediate future or are, on account of the formal regulations of savings institu- 
tions, unable to do so if they should so wish. This is especially true in reference to 
annual payments on life insurance, payments to various benefit funds, and payments 
on investments in real estate. 
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To summarize the criticisms offered: Professor 
Taussig’s virtual acceptance of the theory of a sub- 
sistence wage or of spendthrift habits on the part of 
the wage earner leads him to an undue emphasis 
upon real as opposed to nominal wages — upon the 
commodity or wealth side as opposed to the value 
side of production. This emphasis upon commodi- 
ties is heightened by a disregard of services as a part 
of the laborer’s reward, thus adding to the apparent 
rigidity of the so-called ‘‘ wages fund.” The control 
exercised by laborers in determining the conditions 
under which they work and which enables them in 
many cases to participate immediately in the benefits 
resulting from improved processes in production, is 
likewise disregarded and with similar consequences. 
Lastly, not only is the assumption that the savings 
of wage earners are practically negligible entirely 
without even an attempt at a statistical foundation, 
but the method of treatment is such as to unduly 
minimize the importance of those savings even from 
an a priori point of view. 


Ill 


It is not the purpose of the writer to make, in this 
connection, any exhaustive statistical examination 
of the question of the importance of the savings of 
workingmen, as bearing upon the question of the 
relation between present work and present wages. 
Brief consideration of some of the most readily avail- 
able of the statistics of savings, together with a short 
review of current opinion on and treatment of the 
subject of the importance of the savings of working- 
men may, however, not be without general interest, 
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while at the same time illustrating the point of view 
from which this paper is written.’ 

It is, of course, very difficult to make even an ap- 
proximate estimate as to the proportion of total accu- 
mulations in savings banks and in other savings 
agencies, contributed by bona fide wage earners. In 
an article in the Contemporary Review? entitled 
“The Investment of the Masses,” Mr. Jesse Quail 
makes the statement that the wage-earning classes 
in England are individually or collectively the holders 
of a very considerable proportion of the invested 
capital of the nation.* He gives an estimate of 
£682,067,101 to the credit of wage earners’ accounts 
in the year 1904 — “ a year of depressed trade.” Mr. 
L. G. Chiozza Money, in an article in the same journal ¢ 
discusses the same subject and severely criticizes the 
estimate of Mr. Quail, and takes occasion to say of 
his own previous estimate of £450,000,000 as repre- 
senting the savings of the working classes * that that 
sum obviously includes investments in building and 
other thrift societies by members of the middle classes. 
Mr. J. P. Hutchinson, himself a wage earner, in an 
article in the Nineteenth Century,* takes the point 
of view that “the actual savings by bona fide wage 
earners are really small in the aggregate.”” He dis- 


1 The present paper was completed, and submitted for publication, more than a 
year ago. The statistics are the latest available at that time, and serve for illustra- 
tion, I trust, as well as if they had been brought more fully to date. 


* April, 1907, p. 539 ff. 


* The post office savings banks of the United Kingdom at the end of the year 
1906 had 10,332,784 depositors. In these banks during the year 1906 receipts 
amounted to £47,648,308, payments totaled £43,763,002, and capital amounted to 
£155,996,446. In November, 1906, the trustee savings banks of the United King- 
dom had 1,760,999 accounts open, while for the year ending with the same date re- 
ceipts amounted to £13,408,810, payments totaled £14,442,412, and capital equaled 
£53,009,299. The Statesman’s Year Book, 1908, pp. 101-102. 


* June, 1907, p. 847 ff. 5 See his Riches and Poverty, p. 49. 
* 63: 285-296. 
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tinctly recognizes the possibility of saving by laboring 
men, however, and strongly emphasizes the desira- 
bility of such saving, giving illustrations of what can 
be accomplished in that direction.’ 

There are, apparently, no figures available repre- 
senting an estimate of how large a proportion of the 
over $3,500,000,000 deposited in savings banks in the 
United States belongs to wage-earning depositors.’ 
Edward Atkinson more than ten years ago estimated 
that the working people of Massachusetts had a title 
to one year’s product a head per capita in the savings 
banks — adding further, a numerical estimate of 
$250,000,000. On the same occasion an estimate of 
$400,000,000 deposited by working people in the New 
York savings banks was made by another authority.‘ 
Present savings by wage earners in these two impor- 
tant states must be very much larger than these esti- 
mates of more than a decade ago. On January 1, 
1906, the Bowery Savings Bank of New York City 
— the largest savings bank in the world — had, alone, 
deposits amounting to over $95,000,000 distributed 
to nearly 152,000 accounts.’ This bank is said to 


1 See also the estimate of Mr. H. O. Arnold-Forster, in his English Socialism of 
To-day (3d ed. 1908), p. 92. 


2 Since this article was written, the National Monetary Commission has published 
a special report, dated April 28, 1909, (61st Congr., 2d session, Sen. Doc. No. 225, 
Table No. 79) giving details as to savings bank operations. It appears that on this 
date the 18,245 banks reporting held, in round numbers, $5,679,000,000 of savings 
deposits for 14,900,00 savings depositors. 

In this connection, however, see Proceedings of the Third Annual Convention 
of the Savings Banks Association of the State of New York (1896), p. 11; ibid. (Fifth 
Annual Convention), 1897, pp. 31-39; also ibid. (Ninth Annual Convention), 1902, 
p. 10. See also Annual Report of the Superintendent of Banks, relative to Savings 
Banks, etc. (N. Y.) 1901, pp. 31-34, and 1905, pp. 15-16. 


* Address on “One Function of the Savings Bank, etc.”: Proceedings of the 
Fourth Annual Convention of the Savings Banks Association of the State of New 
York (1897), pp. 9-10, 16. 


4 Tbid., p. 99. 


s Annual Report of the Superintendent of Banks relative to Savings Banks, etc. 
(N. ¥.) 1905, pp. 158-160. 
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have become “the most accurate barometer of the 
financial condition of wage earners.”’ ! 

Mr. Louis D. Brandeis, of the Massachusetts Sav- 
ings Insurance League, states* that, during the fifteen 
years ending December 31, 1905, the working men of 
Massachusetts paid to the industrial life insurance 
companies an aggregate of $61,294,887 in premiums, 
tho Mr. Brandeis at the same time deprecates the 
exorbitant cost of such insurance.’ 

As illustrating the importance of labor orzaniza- 
tions as saving agencies, it may be noted that during 
the twenty-one years preceding 1902 the Cigar Maker’s 
International Union paid out nearly $5,000,000 in 
benefits to members and their families, and in 1900 
the total money transactions of the organization 
exceeded $1,000,000.‘ Similarly, during the eighteen 
months from April 1, 1903 to October 1, 1904, the 
total expenditures of the Western Federation of 
Miners amounted to $514,347.98.5 Further, on April 
1, 1908, the United Mine Workers of America had 
on hand the sum of $931,996 and on December 1 of 
the same year the funds of the organization amounted 
to $595,739.37 — there having been paid out during 
the year 1908 for aid of the membership the sum of 
$635,713.75. Other illustrations of a similar nature 
can, of course, be cited. 

At the close of the year ending June 30, 1908, the 
sum due depositors in the Baltimore and Ohio Rail- 


1 World’s Work, iv, 2229-2232 (1902). 

* Charities and Commons, xvii, 887-890. 

* See also Review of Reviews, xxxv, 337-339. 
* World’s Work, iv, 2431-2432. 


5 Sen. Doc. No. 122, 58th Cong., 3d Session — Report on Labor Disturbances 
in the State of Colorado, etc., p. 278. 


* Newspaper report of the proceedings of the annual convention, in session at 
Indianapolis, January 20, 1908. 
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road Company’s “savings feature”? amounted to 
$4,403,697.65, disbursements of the “relief feature ”’ 
for the year ending the same date amounted to $962,- 
913.02, and the “pension feature” (maintained 
entirely at the cost of the company) represented 
assets aggregating $323,747.91.! Similarly, there was 
due to the 9,630 depositors in the “‘ employees’ savings 
fund” of the Pennsylvania Railroad Company, on 
December 31, 1908, the sum of $4,513,676.92. The 
“‘ voluntary relief department ”’ of the same company, 
including 91,777 persons, during the year ending the 
same date made disbursements amounting to $1,712,- 
937.74, while the disbursements to the 2,176 pension- 
ers in the “ pension department’ amounted for the 
same period to $546,470.53.2 Of a similar nature 
are the provisions made by the International Har- 
vester Company, the United States Steel Corporation 
and many other corporations and by business part- 
nerships and individual business men to encourage 
thrift among their employees and to bind them to 
the interests of their employers and which result 
in saving by wage earners on a very extended 
scale. 

Mr. Paul Vogt in an article in the American Federa- 
tionist, March, 1969, “Savings of Workingmen,”’ makes 
an attempt to estimate the actual savings of wage 
earners in the United States, with incidental comment 
as to possible or prospective savings. Mr. Vogt 
tries, and rightly, to treat the problem inductively, 
but serious criticisms may be made on his treatment 
of the statistics forming the basis of his discussion.’ 

He spreads over the whole 25,440 families con- 


1 Eighty-second Annual Report. 2 Sixty-second Annual Report. 


3 They are taken from the Eighteenth Annual Report of the Commissioner of 
Labor (U. 8. 1903), ‘‘ Cost of Living and Retail Prices of Food.” 
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sidered, the surplus of the 12,816 families which 
report a surplus, and thus reduces the average surplus. 
He ought either to refrain from speaking of the abso- 
lute non-saving of some wage earners, or else refrain 
from emphasizing the small size of the average sur- 
plus and the probability of its rapid exhaustion in 
case of need. He omits also to include the annual 
payments for life insurance as a part of the surplus, 
altho only 1,480 of the 2,567 families for whom detailed 
statistics of expenditures were obtained reported a 
“ surplus,” ! whereas a greater number, 1,689, reported 
expenditures for life insurance.? The indications are, 
therefore, that if we had the detailed statistics of ex- 
penditure for the whole 25,440 families, a larger pro- 
portion of the whole number of families reported on 
would show expenditures for life insurance than 
actually reported a “ surplus,” and that there would 
be therefore a considerable addition to the savings 
fund from this source. 

Still further, some addition to the savings fund 
ought to be made on account of the annual payments 
to labor organizations.* A consideration of the annual 
payments made on the principal of mortgages upon 
homes would also show an appreciable increase in 
average savings.‘ 


1 Eighteenth Report of the Commissioner of Labor (U. 8. 1903) — “‘ The Cost 
of Living and Retail Prices of Food '"' — Table IV — T (p. 512). 


* Ibid. Table IV—O (p. 503). The average annual expenditures of these 
1,689 families for life insurance amounted to $29.55 each. — Table IV — 8 (p. 511). 


* See again as above, Table IV —0, and Table IV—S. Of the whole 2,567 
families, 944 had expenditures for labor organizations, and the average annual ex- 
penditure amounted to $10.52 each. 


« Amounting to an average of about $7.00 for each of the 25,440 families. Ibid., 
p. 61. Actual payments of this sort were made by 1,243 families, “ the average pay- 
ment being $147.50 for the 1,097 families which reported separately such payments.” 
Tbid., p. 59. 
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It may be said, too, that the figures which Mr. 
Vogt himself presents in reference to the savings banks 
of Connecticut, and which show that 86 per cent of 
the depositors — supposedly workingmen, according 
to Mr. Vogt — averaging $213 each, include 38 per 
cent of the total deposits, do not warrant his asser- 
tion that the contributions of laborers to ‘“ the sum 
total of capital ” is “ infinitely small.” 

Mr. Vogt’s calculations also give too much con- 
sideration to those families of wage earners that save 
nothing, and to those other “‘ average ”’ or “ normal ” 
families that save an “ average”? amount, and neg- 
lect those better paid or more thrifty wage earners 
whose savings are correspondingly important. 

Lastly, while Mr. Vogt can find support from both 
Professor Clark,! and Professor Taussig * for the point 
of view that entrepreneurs are the most important 
savers, it is extremely doubtful whether he can 
find warrant from either, — certainly not from the 
former, —* for his prediction that saving by the wage- 
earning family will become increasingly difficult in 
the future. 

It is thus evident that tho it may not be easily 
possible to give an approximate estimate of the savings 
of wage earners, those savings, taken in the various 
forms, constitute a very large aggregate. 

The net result of the discussion, then, seems to be 
that, on the basis of previous attempts — both a 
priori and statistical — at the solution of the problem 
of the relation between ‘‘ present work and present 
wages,” there is no warrant for concluding that the 


1 Essentials of Economic Theory (1907), p. 353. 
2 Capital and Wages, p. 97. 


* See Essentials of Economic Theory, ch. 20. 
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savings of wage earners are negligible, nor that the 
rewards of wage earners are “ virtually ” limited by 
past product as estimated from the period when the 
labor was performed and the wages earned. 


J. G. THompson. 
UnIversity OF ILLINOIS. 


It still seems to me that the reasoning of Wages and 
Capital does not lead to a “ subsistence”’ theory of 
wages; tho it may lead to a “ spendthrift’”’ theory. 
Laborers may spend the whole, or virtually the whole, 
of their money income at once, even tho they get more 
than subsistence and do not absolutely need to spend 
their wages. The valuable statistical evidence brought 
together by Dr. Thompson shows that savings by 
workmen amount to large sums in the aggregate, but 
throws little light on the proportion which these sav- 
ings bear to their total income. I am not convinced 
that this proportion, which is the important matter, is 
considerable. 

Dr. Thompson is right (and the point had not 
occurred to me) in calling attention to those savings 
which are not left for permanent investment, but are 
withdrawn after a longer or shorter interval. There 
seems to be much use of savings institutions in this 
way. So far as there is, obviously the available “ real 
income ”’ is settled not by the conditions which exist 
at the time when the labor is done and the incomes 
are earned, but by the conditions of the later period 
when the saved incomes are withdrawn and spent. 
But I am disposed to think that here again the pro- 
portion of the postponed expenditure to total expen- 
diture is inconsiderable. 
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Altho I have modified my opinion on some of the 
topics touched in Wages and Capital, the main con- 
clusions of that volume seem to me still to hold. I 
would point out, however, that it discusses a limited 
topic, the machinery of production and distribution. 
It is concerned with the question how wages are paid, 
not with the other and more important. question, how 
much is paid in wages. On this second question, I 
have recently stated my opinions in a paper entitled 
“Outlines of a Theory of Wages,’”’ read before the 
American Economic Association in December, 1909, 
and published in the Papers of the Association. 


F. W. Tavussia. 
HARVARD UNIVERSITY. 

















REVIEWS 


SOME RECENT BOOKS ON PROTECTIVE 
TARIFFS 


The work by Professor L. Fontana-Russo,! of the Insti- 
tute of Commercial and Colonial Studies at Rome, first 
appeared in Italian in 1906. The French translation is 
fluent and shows little trace of Italian idioms. The typo- 
graphical work, however, is unsatisfactory. Many letters 
and syllables are missing, and there are not a few misspelled 
words. 

Book I is devoted to the theory of international com- 
merce, including (1) the origin and nature of international 
commerce, (2) the doctrine of comparative costs, (3) the 
balance of debits and credits, (4) the part played by money 
in foreign commerce, especially where there is a premium 
on gold. In general, this book is based on Bastable and 
the classical school, tho in reference to the effects of a pre- 
mium on gold the author at times follows Loria as against 
Marshall. As a whole it gives a clear and useful exposition 
j of accepted doctrines. 

Book II, discussing the different kinds of economic and 
commercial policies, contains the meat of the work. Here 
are most of the chapters to which the author calls special 
attention in the preface, notably those on the forces which 
determine commercial policies, and the relation of these 
policies to the density of population, the distribution of 
wealth, and to colonization. These chapters contain con- 
siderable useful matter, especially a detailed demonstration 
(if anyone anywhere still stands in need of such a demon- 

1 Traité de politique commerciale, par L. Fontana-Russo. Traduit de |’édition 


italierne remaniée par Felix Poli, vii, 707 pp. Paris, 1908. 
687 
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stration) of how the interests of economic classes continu- 
ally dominate politics. On the whole, however, the result 
is undeniably disappointing. The fundamental defect is 
that the work is not logically sound; different chapters and 
even parts of the same chapter are utterly irreconcilable, 
unless by an appeal to the identity of being and not-being. 

For example, after giving what is essentially the Ricard- 
ian theory of international commerce, which, as the author 
himself says, leads inevitably to the policy of free trade, 
he forgets all about this theory when he comes to discuss 
commercial policies and develops into an enthusiastic pro- 
tectionist, even going to the extreme of advocating double 
protection — agricultural and industrial—at the same 
time. This occurs, moreover, without the least attempt 
to reconcile protection with the theory of international 
commerce: so that the reader begins to doubt whether the 
author has really understood the theory he has just ex- 
pounded. He does indeed see clearly the evil effects of 
protection, and especially of agricultural protection, on 
the distribution of wealth; tho he thinks these effects may 
be neutralized by differential taxation and the activity of 
labor organizations. On the other hand, he returns again 
and again to the statement that protection does actually 
increase production. Thus he contends that protection 
causes capital to withdraw from less productive and em- 
bark in more productive enterprises; that it also stimu- 
lates the growth of capital and attracts capital from abroad; 
that it moreover increases the exports of domestic goods; 
and finally that the burden it imposes is less than the loss 
which would otherwise occur through unemployment. The 
only argument introduced in support of these propositions 
(which are apparently regarded as self-evident) is an appeal 
to the prosperity of Germany and the United States, on the 
principle of post hoc ergo propter hoc. 

In contrast to these alleged beneficent effects of protec- 
tion, it is argued that free trade would indeed give lower 
prices, but to no purpose since the people would lack the 
means with which to buy; that the depopulation of Ireland 
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was due to the repeal of the Corn Laws; and that in Italy, 
an agricultural country, none of the principal crops is cap- 
able of prospering without protection. It would logically 
follow that a nation without protection may be unable to 
compete in anything, and have no option but to sit down 
and starve. All of which suggests a chamber of commerce 
petition or a “ stand-patter ”’ speech in the Congressional 
Record. If a surmise may be ventured as to the root- 
fallacy underlying these crude empiricisms, it is the tacit 
assumption: (1) that the labor and capital employed in a 
protected industry would not be employed at all without 
protection; or (2) that they would be less productively 
employed, because the owner of a protected plant is able 
to make a larger profit than in an unprotected industry, 
— which of course involves a confusion between individual 
profit and social production. 

Moreover, in discussing the relation of prot«ction to 
distribution, a course of economic development is assumed 
which is contrary both to history and reason. Thus it is 
asserted that the rate of interest is low in new countries 
and rises as capital comes more into use. Again, it is argued 
that land requires more fixed capital than do manufactures, 
yet (in absolute contradiction with this view) that as a 
country gets older and more of the circulating capital (wages 
fund) is transformed into fixed capital, the necessary result 
is a fall in wages. Moreover, it is maintained that the law 
of decreasing returns, whenever it applies generally, is 
opposed to economic rent. Further, it is held that the 
“ productive classes ” profit more than they lose from the 
rise in prices due to protection, because they are more 
largely debtors than creditors. Finally, it is repeatedly 
declared that the extension of protection in recent decades 
has been due in great part to the need of more revenue, 
whereas, as the author elsewhere recognizes, a protective 
duty, in so far as it is protective, of course cannot yield any 
revenue whatsoever. 

Book III is devoted to the Technique of Commercial 
Policies, covering topics such as the classification of tariffs, 
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commercial treaties, and commercial statistics. In general 
it is usable but not highly important, tho the author calls 
special attention to the chapters on the ‘“‘ measure and 
duration of tariff duties,’”’ and the “‘ shifting and incidence 
of tariff duties,” the one because he regards it as treating 
a subject hitherto neglected (the factors entering into com- 
parative costs), the other because of “‘ the many grievous 
errors ” which have been made in the field of taxation. 

Incidentally, it may be noted that altho the author refers 
in the preface to “ les remarquables ouvrages ” of Elfferich, 
Grunzell, Shippel, and Van der Borght, there is no reference 
to them in the body of the work, and but little evidence of 
familiarity with them. In fact, very few German works 
are cited at all, except in French translations: and the 
German words quoted are often quoted incorrectly. 


Professor Pigou’s Protective and Preferential Import Duties 
is a small book of decided interest and value. It 
is, indeed, easily the most important product of the fiscal 
controversy in England, so far as concerns the discussion 
of fundamental doctrines. 

The book embodies portions of the Riddle of the Tariff, 
by the same author, published in 1903, together with the 
substance of several articles which appeared in the Edin- 
burgh Review and the Fortnightly Review in 1904 and 1906. 
This material has been worked over into a compact and 
logical whole. The argument refers to present conditions 
in England, and the work is controversial to the extent of 
opposing Mr. Chamberlain’s proposals. In point of method, 
however, it is rigorously scientific; and some use is made, 
by way of illustration, of mathematical processes. The 
author indeed carries his impartiality to an extreme, so to 
speak, making some concessions to the protectionist argu- 
ment which are logically unnecessary. The effect of this 
impartiality, of course, is to increase the weight of the 
adverse verdict that is eventually reached. 


1 Protective and Preferential Import Duties, by A. C. Pigou. xiv, 117 pp. 
London, 1906. 
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Part I, containing two chapters, discusses protective 
tariffs in relation to (1) the national dividend, (2) the na- 
tional welfare; while Part II, also containing two chapters, 
considers preferential tariffs under corresponding heads. 
Despite the author’s insistence that “‘ the part which eco- 
nomic conclusions should play in determining questions of 
practical politics is often exceedingly small,” it is clear that 
the chief value of this book lies in its searching analysis of 
the incidence and economic effects of protective tariffs. 
The substance of the argument is found in the first chapter; 
tho Part II, Chapter I, on the economics of colonial prefer- 
ence, also contains some acute reasoning. 

To begin with, the author concedes that “the absolute 
a priort method of advocating free trade, that does duty 
in much popular discussion, breaks down before serious 
analysis;” and then proceeds to deal with the principal 
arguments advanced in England against the general free 
trade theory. In answer to the contention of Professor 
Ashley, that protection will attract foreign capital, it is 
shown that protection must inevitably repel at least as 
much as it attracts; and in answer to the familiar infant 
industries argument, it is pointed out that however valid 
as applied to an agricultural country, it can have no point 
in an old industrial country such as England. In reply to 
the argument that protection will increase the scale of home 
production, it is shown that this may mean: (1) an increase 
in the total output of the country, (2) an increase in the 
average size of plants, (3) a lessening of short-time, (4) a 
vertical consolidation of industry through control of suc- 
cessive processes, (5) a horizontal consolidation through 
control of plants carrying on the same process, as in the 
ordinary trust. It is further shown that only the horizontal 
consolidation, which witholds from the public the benefit 
of economies in production, is effectively promoted by a 
protective tariff. Again, in reply to the assertion that 
protection will prevent destructive “‘ dumping,”’ it is pointed 
out: (1) that under-cutting arises in the ordinary course 
of business, among domestic as well as foreign concerns; 
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(2) that a free-trade country, with a lower scale of prices, 
can more easily dump into a protected country than vice 
versa; (3) that deliberate dumping by a protected into a 
free-trade country would be useless because the advantages 
of monopoly prices could not be enjoyed, even tho all domes- 
tic concerns should be put out of business. Finally, in 
answer to the claim that the foreigner can be made to pay 
part of the tax, it is shown that this condition must at best 
be temporary, because the production of the taxed article 
will be checked: tho this check may eventually be spread 
in the form of a slightly lessened real return to all indus- 
tries in the country producing the taxed article. 

Especially penetrating is the discussion of the incidence 
and the revenue results of differential taxation, viz., a high 
duty on commodities from several sources, (a) when both 
sources are foreign, (b) when one is foreign and one domestic. 


The work by Mr. Robertson ' is an elaboration of a sketch 
published in 1904. Like the book by Mr. Pigou, it deals 
chiefly with the fiscal question in England, but in point of 
method and tone it offers a marked contrast. It is a slash- 
ing polemic written by a man whose viewpoint is essentially 
that of the philosophical radicals, to whom the doctrine of 
relativity in economic matters is anathema, and who will 
consequently concede nothing to his opponents. Each 
line of argument is pursued and driven home until the pro- 
tectionists are denounced by implication, and sometimes 
in express terms, as lacking in intelligence, or intellectual 
integrity — that is, as “least of all concerned to reach 
scientific views or to state critically the truth.” 

Of the “ fighting books” generated by the attempt to 
restore a protective tariff in England, this is certainly one 
of the best. It adds nothing to the theory of free trade: 
indeed, it does not attempt to deal with modern refinements 
of the theory represented by men like Bastable and Pigou. 
Even Mill and Fawcett (and of course Sidgwick) in Mr. 


London, 1908. 





ix, 331 pp. 





1 Trade and Tariffs, by John M. Robertson, M. P. 
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Robertson’s opinion, concede too much to the adversary. 
But the author is a very keen dialectician, who with rigor- 
ous logic exposes to contempt and scorn the innumerable 
self-contradictions of the protectionist movement in Eng- 
land. 

Part I, on the “ Present Protectionist Movement,” prac- 
tically suminarizes the main points of the book. Part II 
traces English restrictive legislation as to trade and navi- 
gation from medieval times down to the repeal of the Corn 
Laws, showing how it uniformly failed to accomplish the 
objects sought, how poverty and unemployment increased 
apace, and how free trade was finally forced by the peril of 
impending famine. Part III traces the effects of free trade 
in Holland, in Britain, and in New South Wales prior to 
confederation. Part IV examines the “ Modern Failure 
of Protectionism’”’ in France, Austria-Hungary, Russia, 
Switzerland, Sweden and Norway, Spain and Portugal, 
and especially the data as to unemployment, emigration, 
wages and cost of living in Germany and the United States. 
Part V, on “ The Protectionist Case,’”’ discusses the theory 
of international trade, taking up in turn the arguments 
relating to the balance of trade, retaliation, dumping, un- 
employment, revenue, colonial preference, the effects of 
protection on food prices, the parasitic character of pro- 
tected industries, and “ the final futility of protection.” 
Part VI, finally, discusses the ethics of protection; while 
an appendix is devoted to ‘ Protectionist Fables.” 

A special merit of the work is the detailed proof offered 
of the shifting and mutually contradictory purposes of the 
protection movement in Great Britain. Thus Mr. Cham- 
berlain’s original argument in 1903 was based on the slow 
expansion of the export trade in manufactures. Now that 
a great expansion has occurred in this trade, he shifts to 
unemployment as the chief ground of complaint; yet he 
had previously claimed that an expansion of the export 
trade in manufactures would cure unemployment. Again, 
his original plan contemplated merely a preferential duty 
on wheat; now he calls for a duty on both food and manu- 
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factures, but promises to off-set the duties on food by lower- 
ing the duties on tobacco and tea. He claims, however, 
that the duty on wheat will not mean dearer bread. Where 
then is the advantage to the British farmer, whom he is so 
anxious to protect ? Or to the colonial farmer? Or why 
do the duties on foods need to be offset, as he proposes ? 
Or why, finally, does he not also impose duties on raw mate- 
rials, if such duties will not raise the price? Further, the 
purpose is declared to be chiefly to cure unemployment by 
keeping out foreign manufactures; but it is also intended 
to raise additional revenue for imperial or social purposes. 
If foreign goods are kept out, how is additional revenue to 
be raised? Moreover, if foreign manufactures are ex- 
cluded, the labor now employed in making the articles 
exported in exchange for such manufactures must be diverted 
to make these same manufactures at home, which conse- 
quently means smaller exports and higher prices. If it is 
desired to export more manufactures, protection is thus 
precisely the best way not to accomplish the purpose. 

By way of criticism, it may be noted that the argument 
usually assumes that the whole of the tariff is added to the 
price in practically every case. This sweeping assumption 
is in striking contrast with Pigou’s guarded utterances. 
Again, it is contended that the adoption of protection was 
due alike in France, Germany, and the United States, to 
the need of more revenue; yet elsewhere it is shown that a 
protective tariff, just in so far as it is protective, does not 
and cannot yield revenue. Further, it is denied that the 
change in the British Patent Law of 1907, which recognizes 
foreign patents only in case the goods are manufactured 
in Great Britain, is in effect protection. This denial is 
based on a mere quibble to the effect that a patent is itself 
protection, hence the refusal of a patent right except on 
certain conditions‘ cannot be protection. Obviously, pro- 
tection is here used in two senses, one referring to an indi- 
vidual, the other to a nation. Inasmuch as many foreign 
firms have been induced to set up factories in England, not 
by the natural advantages it offers, but by the necessity 
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of protecting their patent rights, the amended patent law 
clearly acts as an indirect form of protection in the national 
sense. 

Minor blemishes are occasional errors of fact — notably 
the reference to Hamburg as still a free port — and certain 
eccentricities of diction, such as ‘‘ pococurantist,’’ “ deleted,”’ 
“worsens,” ‘ worsening,” ‘“ worsened,’ “ minute general 
tariff ”’ (= low general tariff), ‘‘ foresters” (= lumbermen), 
and “followed upon with,” which is quite unintelligible. 
These peculiarities are however much less prominent than 
in the same author’s Introduction to English Politics, pub- 
lished in 1900. 


The author of Sixty Years of Protection in Canada! 
was formerly an English journalist, but for many years has 
lived in this country. He is the author of several works 
on topics relating to England, and of two previously on 
Canada — one on Canadian journalism, another on the 
iron and steel bounties in Canada. He also traveled for 
several months with the Canadian Tariff Commission in 
1905-6, and gathered material which is used to good effect 
in the book under review. 

The present work deals with men and measures rather 
than with doctrines, and is consequently historical and 
political rather than economic in its bearings. It is essen- 
tially the work of a journalist: this fact suggests at once its 
merits and its limitations. It is, however, journalism of the 
best type. The author is a clear-headed man of sense and 
of ideals, who does not mince words in dealing with politi- 
cal infidelity; he has carefully sifted a vast mass of material 
relating to commercial policies in Canada; and he presents 
a most impressive array of facts tending to show the moral 
and political havoc wrought by protection. Incidentally, 
it may be added that he has a keen sense for the vivid and 
picturesque in language, which contributes not a little to 
the pleasure of reading the book. 


1 Sixty Years of Protection in Canada (1846-1907), where Industry Leans on the 
Politician, by Edmund Porritt. x, 478 pp. London, 1908. 
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A long introductory chapter, entitled “The Grip of the 
Protected Interests on the Government and the Press” in 
a@ measure summarizes the work. This is followed by a 
brief account (Chap. 2) of the repeal of the Corn Laws in 
England in 1846, and the consequent grant of fiscal free- 
dom to Canada. Out of this revolutionary change came 
four distinct movements in Canada; and the remainder 
of the book is devoted to tracing their development and 
influence. 

The free trade movement, inaugurated by the Free Trade 
League, was kept alive by the Liberals until the “‘ Great 
Betrayal” of 1897. The movement for annexation to the 
United States commanded some support for several years, 
culminating in the annexation manifestoes of 1849. It 
was never, however, of a serious character, being partly a 
counsel of despair, and partly intended to frighten England 
into restoring a preference for Canadian products. The 
movement for reciprocity with the United States was far 
more substantial, leading to the Elgin-Marcy treaty, in 
effect 1854-1866; and to several later attempts on the part 
of Canada to renew reciprocal relations with the United 
States. The chapters on reciprocity (IV—VI) are a distinct 
contribution to the literature of the subject, giving a keen 
analysis of the causes leading to the treaty, of the distribu- 
tion of benefits of reciprocity, and of the reasons for its 
abrogation by the United States. Finally, the bulk of the 
book (Chaps. VII-XIV) is devoted to the history of the 
National Policy in Canada, especially the protective tariffs 
of the United Provinces of Ontario and Quebec in 1858-59, 
which were largely responsible for the abrogation of recip- 
rocity; the retaliatory Dominion tariffs of 1870-74; the 
protective policy of the conservative governments from 
1878 to 1896; and the great extension of the protective 
system by the liberals from 1897 to 1907, not only through 
higher duties, but also through various supplementary 
measures. The most important of these are: (1) lavish 
bounties, (2) the law requiring Canadian rails and rolling 
stock to be used on all roads receiving government sub- 














REVIEWS 547 


sidies (1900), (3) the amended patent law of 1903, which 
(it is alleged) has forced 130 American concerns to open 
branch factories in Canada, (4) the Anti-Dumping Act of 
1904, and (5) the revision of postal rates in 1907, designed 
to exclude or at least to limit the circulation of advertising 
matter from the United States. When to all this are added 
bounties from the provincial treasuries and many forms of 
aid by municipalities (free sites, bonuses, free loans, tax 
exemptions, fixed taxes for a long term of years), the author 
would appear to be well within the truth in maintaining 
that “ protection to home industries is to-day more firmly 
intrenched in Canada than in any other country in the 
Anglo-Saxon world.” 

Incidentally, a lurid light is cast on the “‘ Red Parlour,” 
the Canadian counterpart of the “ fat-frying” process 
familiar in the United States; on the extortions practised 
on the public by the multitude of combinations in restraint 
of trade which promptly grew up behind the tariff wall; 
on the control of newspapers by captains of protected in- 
dustries, which has left the general public practically with- 
out organs of publicity; and on the betrayal of their own 
political principles by the Liberals when they came into 
power, which has left the farmers and the laboring classes 
— everyone, in fact, except the two thousand members of 
the Canadian Manufacturers Association — entirely with- 
out representation in Parliament, and helpless in the face 
of the organized special interests that prey upon society. 
It is also made clear how unutterably absurd, from the 
Canadian standpoint, is the Chamberlain plan of inter- 
lacing a protective system in England with a protective 
system in the colonies. 

In brief, the book is valuable for its clear and concrete 
presentation of the facts as to reciprocity and protection 
in Canada; and parts of the discussion, especially those 
pertaining to the effect of protection in raising prices, fo- 
menting combinations, creating a privileged class whose 
interests differ from the interests of the public, and debauch- 
ing political life, are equally applicable to other countries. 
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Two omissions may be noted. There is no adequate 
explanation why, if the farmers understand the futility of 
a tariff on imports to raise the prices of their exports (as 
they do not in the United States, but are said to do in 
Canada), they have not established a party to represent 
their interests. Again, no attempt is made to trace the 
effects of the preference established for British goods in 
1897, and still maintained with some modifications in details. 


It is a familiar argument in the United States that the 
protective tariff is unconstitutional; the author of The 
Passing of the Tariff! holds that it is un-Christian and 
irreligious, ‘‘ a relic of barbarism, along with slavery and 
polygamy,” and as such destined to be speedily destroyed. 
Indeed, he adds, “the high tariff men .. . have barely 
prevailed to postpone tariff reform till after the presidential 
election of 1908.” This was obviously written before 
“revision downward” had been officially interpreted by 
the Payne-Aldrich bill. 

In a more definite way, it is predicted that the protective 
tariff will be abolished: (1) because “ the international 
conferences at The Hague mean the political unity of man- 
kind; ” (2) because protection is believed to foster trusts; 
(3) because people resent the sale of goods cheaper in foreign 
countries than at home; (4) because some manufacturers 
believe the tariff hinders the winning of foreign markets; 
(5) because protective tariffs lead to retaliation; and (6) 
because incomes and inheritances are about to be taxed, 
consequently the tariff can be lowered as less revenue will 
be needed from imports. The author evidently has no 
suspicion that a reduction of the tariff might increase the 
revenue from it. 

It is unfortunate that the author did not develop his 
dictum that ‘“‘ The commercial world will work out its sal- 
vation on commercial lines. . . . The Free Trade League 
is about to find itself distanced in the race by the men who 


1 The Passing of the Tariff, by Raymond L. Bridgman. 272 pp. Boston, 1909. 
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have been the supporters of the Home Market Club.” As 
matters stand, the book does indeed treat a number of new 
points, and a number of important points: but what is new 
is not important, and what is important is not new. There 
is however a bare possibility that it may convince some 
sentimentally-minded general reader, who has been voting 
for high tariffs, of the error of his ways: especially as the 
author’s declaration that “‘ the mistaken doctrine (protec- 
tion) is fast approaching to the limit of its earthly existence,” 
suggests tremendous possibilities elsewhere. Evidently 
Dante missed a great opportunity. 


EpwarpD VAN Dyxr RoBINSON. 
UNIVERSITY OF MINNESOTA. 














NOTES AND MEMORANDA 


THE CLEVELAND STREET RAILWAY 
SETTLEMENT 


On February 17th, 1910, 27,272 voters of Cleveland 
approved the so-called Tayler grant and 19,235 voted against 
it. The total vote was not 60 per cent of that cast in Octo- 
ber, 1909, when by almost a tie vote the holding plan was 
rejected!; and was only 52 per cent of that cast in the 
November mayoralty contest of 1907 and 59 per cent of 
the vote in the election of 1909. Yet the size of the majority, 
on a very stormy winter day, has been generally taken as a 
decisive approval of the settlement. 

At the start it must be noted that the settlement com- 
monly spoken of as the Tayler Settlement or Tayler Grant, 
would not have been possible without the many years of 
fighting by Mayor Johnson. Indeed, tho Mr. Johnson at 
the last opposed the settlement as not sufficiently favorable 
to the people, the terms finally secured were much better 
than those proposed by Judge Tayler himself in his own 
draft of the grant in the spring of 1909. 

In the issue of this Journal for November 1908, it was 
shown how an unfortunate strike, and some mistakes due 
in large measure to the ill health of Mr. Johnson, led to the 
defeat of the holding company plan. A receiver was ap- 
pointed by Judge R. W. Tayler, of the United States Dis- 
trict Court, not because of any proven losses of the Munic- 
ipal Traction Company but because a referendum had left 
the rights of all parties in doubt and some means had to be 
taken to keep the property together pending the refunding 

1 See the present writer’s article on The Street Railway Settlement in Cleveland 


in this Journal, for August, 1908, vol. xxii, no. 4. 
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of $2,000,000 of bonds in the summer of 1909. The re- 
ceivership lasted from November 13th, 1908, until the close 
of February, 1910. Three cent fares with a cent for a 
transfer were paid on lines built or belonging to the original 
three cent fare road (which carried 37 per cent of the pas- 
sengers) while five cent fares, and free transfers with each 
other and to the three cent lines, prevailed on the rest of 
the system. On August 3rd, 1909, the people, by a vote of 
34,785 to 31,012, voted down a proposition of Mr. Johnson’s 
to give to a new company bound to three cent fares and 
free transfers, the lines whose franchises were to expire in 
January, 1910. The people appeared tired of the struggle 
and influenced by the fierce and demagogic attacks made 
by all of the newspapers and most of the large business 
houses of the city against Mr. Johnson and his propositions. 

In the late summer the Council resumed negotiations 
with the old Cleveland Railway Company and secured 
further concessions from them. Then both sides left cer- 
tain points, the most important of which was the valuation, 
to the arbitration of Judge Tayler. 

The ordinance, as finally passed reluctantly by the City 
Council in December and ratified in February 1910, is an 
attempt to apply through a city commission the principles 
and theories of regulation which have underlain the State 
Public Service Commissions of Massachusetts, New York, 
and Wisconsin. The attempt was made, however, to carry 
the principle much further and to provide more definitely 
for municipal ownership. It is therefore in this regard 
unique in the world’s experiments. 

The principal points of the grant, in their order in the 
franchise, are these: — 

(1) While the company must maintain the usual width 
of pavement between the tracks and a little each side, it is 
not required to repave nor to pay license taxes on its cars. 
Relatively to the entire expense, these exemptions are 
probably not large. 

(2) The city has entire control of the schedules and routes 
of the local and interurban cars, the character and equip- 
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ment of the cars and in fact all matters of service, save that 
no more must be required than can be paid for by the maxi- 
mum rate of fare, as defined elsewhere. 

(8) Arbitration upon this and any other matters can be 
had at any time by either side. Methods for securing the 
arbitrators and making their awards effective are carefully 
worked out. No arbitrators, however, can limit the con- 
trol of the city over the service, schedules, routes, etc. 

(4) The Mayor, with the approval of the City Council 
(of one chamber), appoints a City Commissioner at a salary 
of $12,000 a year and may remove him at any time without 
the approval of the Council. This Commissioner, with 
such accountants and engineers as he may deem necessary, 
at salaries fixed by him, must be paid by the Street Railway 
Company, the amount being charged to operating expenses. 
Not over 1 per cent of the operating expenses of the com- 
pany can be monthly used for this purpose (at the present 
time this would allow about $3500 a month). The Com- 
missioner acts as the technical adviser of the City Council, 
keeps informed as to all costs and character of service and 
of all the accounts of the company. He occupies rooms in 
connection with the general offices of the company. Sub- 
ject to appeal to the arbitration of the committee of stand- 
ing classifications of accounts of the American Street and 
Interurban Railway Accountants Association, he may con- 
trol the matter of keeping their books. Pending any deter- 
mination by the City Council, and to meet emergencies, he 
temporarily approves changes in schedules or rules and 
may under those conditions prevent such changes. He 
has other duties to be referred to later. 

(5) The company must always have such a rate of fare, 
not more than the maximum, as will provide 5 per cent or 
whatever per cent is actually paid on its bonded indebted- 
ness and 6 per cent on the rest of the capital value not cov- 
ered by bonds. This means to-day about 5.75 per cent on 
the entire capital. 

(6) The capital value, so-called, is fixed at the start as 
$24,091,049.53 or $98,038 per mile. Of this, the bonded 
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indebtedness is $8,128,000, the capital stock $14,675,600, 
the remainder is floating debt. 

(7) The company may substitute 6 per cent stock for 
5 per cent bonds. It cannot issue stock or bonds at less 
than par without the consent of the city, but may issue at 
par or incur floating indebtedness for extensions and better- 
ments, carefully defined in the franchise. The company 
could not be prohibited from further issues of stock or bonds 
or floating debt; but increase of its capital value is allowed 
solely for actual increase or improvement of the plant, as 
a basis for fares or ultimate purchase by the city or others. 

(8) The company is allowed 114 cents per car mile for 
operating expenses (including the support of the Commis- 
sioner and his officers), which is a little more than the ex- 
penses of the last year. The company is also allowed for 
maintenance 4 cents per car mile in the months of Decem- 
ber, January, February, March, April and May, 5 cents in 
November, and 6 cents in the remaining five months, or 
about 5 cents for the year. This is apparently more than 
has been spent or written off for maintenance and deprecia- 
tion on the average during the last five years in any street 
railway system of over 100 miles; tho, during the last two 
years, three or four roads have equalled or exceeded that 
sum. Arbitration, however, can give a larger allowance 
for both operation and maintenance. The maintenance 
must keep the road at 70 per cent of its value as a new road. 

(9) After paying these amounts and taxes, interest on 
bonds, and 6 per cent on the balance of the capital value, 
the company must reduce the fares if there be a surplus, or 
raise them if there be a deficit, to the end that a (normal) 
$500,000 cash operating balance may never be diminished 
below $300,000 and never increased above $700,000. 

(10) A sliding scale of fares is provided for a single con- 
tinuous ride within the city limits at the time of the referen- 
dum. On three crosstown lines the passenger is entitled 
to a double transfer. One child under six years is carried 
free, if with someone else paying a fare. The schedule or 
scale of fares has the following ten interesting gradations; — 
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(a) Four cents cash fare, seven tickets for 25 cents, one cent trans- 
fer, no rebate. 

(6) Four cents cash fare, seven tickets for 25 cents, one cent trans- 
fer, one cent rebate. 

(c) Four cents cash fare, three tickets for ten cents, one cent trans- 
fer, no rebate. 

(d) Four cents cash fare, three tickets for ten cents, one cent trans- 
fer, one cent rebate. 


(e) Three cents cash fare, one cent transfer, no rebate. 

(f) Three cents cash fare, one cent transfer, one cent rebate. 

(g) Three cents cash fare, two tickets for five cents, one cent trans- 
fer, no rebate. 

(hk) Three cents cash fare, two tickets for five cents, one cent trans- 
fer, one cent rebate. 


(i) Two cents cash fare, one cent transfer, no rebate. 
(7) Two cents cash fare, one cent transfer, one cent rebate. 


This is unique in its precise gradations of fare, but is en- 
tirely in harmony with the theory of public regulation. In 
discussions of our public service commissions, it is usually 
assumed that they will reduce the charge for gas and elec- 
tricity and even street railways in accordance with the prof- 
its of the company, unless those profits are due to extra- 
ordinary zeal and ability of management. As a matter of 
fact, we know that fares are rarely changed in street rail- 
ways and not very frequently changed through any public 
action in the case of lighting. 

(11) The ordinance provides that the initial rate of fare 
shall be a three cent cash fare and a one cent charge for a 
transfer; in other words, gradation (e) in the above sche- 
dule. This must continue for at least eight months. If, 
however, the company has not installed 450 pay enter cars 
within five months from March Ist, the initial rate of fare 
must continue for three months beyond the completion of 
the installation of the 450 pay enter cars, — this number of 
cars being about half of the total number now owned by 
the company. After the initial period is over, fares must 
be raised or lowered as may be necessary to provide the 
bonded interest and the 6 per cent dividend on the balance 
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of the capital value. The change may be greater than to 
the next grade above or below, and is fixed by arbitration 
if the city and company cannot agree and thereafter can 
be changed at the end of any six months. In order to pre- 
vent the winter months, when there is smaller traffic and 
larger expense, from handicapping the experiment, it is 
provided that a larger amount of the interest and dividend 
payments and taxes shall be apportioned to the summer 
months: 6 per cent is apportioned to February, 7 per cent 
to January and March, 8 per cent to April, November and 
December, 9 per cent to May, June, September, and October 
and 10 per cent to the remaining two months of July and 
August. 

(12) The company alone can initiate the extensions. 
The city has a right to veto and the Commissioner can spend 
for auditing and engineering in connection with extensions, 
a sum not to exceed 1 per cent of their cost in addition to 
the regular allowance for his office. Careful provision is 
made to prevent the inclusion in so-called capital value of 
any extensions in the suburbs, unless approved by the city 
and subject always to the same safeguards as with regard 
to extensions within the city. 

(13) If the city shall secure the legal right from the State 
Legislature, it may, on six months’ notice, purchase the 
entire system at any time on paying the then capital value, 
and in addition 10 per cent on the excess of capital value 
above debts. The city also has the right, any time after 
January Ist, 1918, to grant to any other company the right to 
purchase; but such company must agree to a smaller return 
on its capital value (less debts) by at least one-quarter of 
one per cent. Moreover, such a bidder must deposit 
$50,000 as guarantee of good faith; and if the old company 
bids as low, it shall be given the preference. If the city 
has not purchased before the expiration of the 25 year grant 
in 1934, it may then purchase without regard to the capital 
value, which includes a certain amount of franchise value. 
Arbitration shall then fix the price, which will be the physical 
value less depreciation and plus ten per cent. No allow- 
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ance is then to be made for franchises or privileges. But 
unfortunately no exclusion is specifically made of goodwill 
or growing value. Furthermore, no limit is placed upon 
the amount of overhead charges that may be included by 
the arbitrators in fixing physical value. These are grave 
omissions. 

(14) If the city, at the end of ten years, does not renew 
the grant, there being then at least 15 years of unexpired 
franchise, the company may at once charge for the rest of 
the grant the maximum rate of fare; but all excess above 
the six per cent on stock and the interest on the debt must 
go to cancelling the indebtedness and creating a sinking 
fund to reduce the capital value, and if the city buys the 
property or allows a licensee to buy, only the capital value 
as above reduced shall be paid for. 

Some concluding paragraphs were drafted carefully with 
a view to preventing litigation in case any of the provisions 
of the ordinance (e.g. that as to the City Commissioner) 
should be held invalid. 


Two strong arguments were used against the above set- 
tlement. First, that the valuation was too high. Second, 
that the Cleveland Railway Company, which was to receive 
the franchise, had publicly announced that even the maxi- 
mum fare was too low; hence it would be led to prevent a 
fair trial by pride of opinion as well as by the financial in- 
terest in high fares on the part of other companies in which 
the stockholders had holdings. It was also urged that, so 
far from having reached a definitive settlement, there would 
be more politics than ever in the matter and that there were 
grave dangers of an increase of fare by the Council above 
the maximum without consent of the people. On the other 
hand, it was urged that the people were tired of the fight 
and that a just settlement had been reached. 

Since the possibility of low fare in Cleveland, as elsewhere, 
is indissolubly bound up with the question of the allowance 
of capital value upon which the reasonable profit of six per 
cent or five and three-quarters per cent is to be earned, a 
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searching examination of the Tayler valuation would have 
to be made before passing judgment on Mayor Johnson’s 
strenuous opposition to the final settlement. Without 
entering on this, it suffices now to say that Judge Tayler 
valued the 229 miles of the old company as follows: — 


Physical property. ......... $12,612,000.00 
a a a ek 1,721,000.00 
Overhead charges (22.17%) ..... 3,177,305.64 

$17,510,305.64 
Ss a a a als os. 2 3,616,843.89 


$21,127,149.53 


The reasons urged by the city for rejecting the paving as a 
payment for the franchise now bought back have already 
been given in essentials by the writer.! At the autumn 
hearings the city sought to show that the physical property 
was not sufficiently depreciated. Track, for instance, was 
given a life of twenty years, while twelve to fifteen years 
seemed nearer right. It was also urged at great length that 
the franchises by reason of competition and of the fare 
requirements in the suburbs were worth $3,000,000 less 
than allowed by the court. 

The valuation finally reached was almost precisely the 
same as would have been attained by accepting the agree- 
ment between Messrs. Goff and Johnson of April 1908 and 
(as usual in receiverships) not allowing dividends during 
the court’s management. The Judge refused to change 
the valuation which Mr. Johnson then accepted as a com- 
promise to hasten transfer of the property to a holding com- 
pany pledged to low fares and municipal ownership. All 
sides agreed, however, that Judge Tayler was the fairest 
judge that could have been selected. His decision that the 
purchasers of stock in the smaller or Forest City Company 
and those who had bought under a guarantee of par value 
from the so-called stock exchange prior to the receivership, 


1 See Quarterly Journal of Economics, August, 1908, pp. 543-575. 
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should be given par for their stock, was a distinct vindica- 
tion for Mayor Johnson. The latter’s statement that he 
considered these obligations as sacred as a gambler’s debt 
had been absolutely misinterpreted, by some honestly and 
by others maliciously, as meaning that he considered them 
of light value. It is now recognized that he held them of 
the highest importance and secured the endorsement of 
Judge Tayler to that effect. 

Two questions confront the people of Cleveland to-day: 
first, is the settlement really a settlement; and second, will 
the fare, after the first eight or ten months, remain at the 
present point ? 

It is significant that the company had not been operating 
a week under the new franchise before the annexation of the 
suburb of Collinwood on the east precipitated a new ques- 
tion: Should the five cent rate of fare continue, as required 
by the ordinance, in all districts (barring a few specially 
provided for) outside of the city limits as these limits existed 
when the ordinance was drawn? The question has already 
aroused much excitement and contention. On the one 
hand, it is claimed that for social and other reasons fares 
should be uniform throughout the city and all suburbs that 
may be annexed in the years to come. On the other hand 
it is urged that the fare should be much lower for the im- 
mense majority who confine their rides to the recent city 
limits, which are about 5 to 6 miles from the heart of the 
city, than for the few (perhaps 10 per cent) who may wish 
the much farther ride into the distant suburbs. 

On top of this comes another question: Whether the 
Council can, with the consent of the company, extend the 
limits of three cent fare by mere amendment, or whether, 
as seems likely, it will be necessary to have a new ordinance 
approved by referendum. 

The other question most in the public mind just now is 
whether the present three cent fare inside the city limits 
(and in the two specified suburbs) with five cent fare in the 
suburbs generally, and a cent for a transfer, can continue 
after this year. The present fare is an average of approxi- 
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mately 32 cents for passengers. If this fare had been in 
force on the traffic in the calendar year 1909, and with the 
requirements of the existing franchise with respect to the 
payment of the Commissioner and allowance for mainte- 
nance, etc., there would have been a deficit, on the 144,000,- 
000 passengers, of about $200,000. If the service is not 
much increased in 1910 and if the traffic, responding to the 
reduction in fares and the growth of business, increases 8 
per cent, which was the average increase during the 12 
years preceding the recent depression, there would be no 
deficit. This assumes that the chief increase of interest 
charges during this year will be on account of the equipment 
of the present cars with the pay-enter devices, whose in- 
creased earnings in the better collection of fares are ex- 
pected to cover the increased expense entailed by their use. 
Other expenditures of the company for more cars for the 
rush hours, and for the beginning of a new power house, will 
not materially increase the interest charges this year, while 
next year’s increase of business may take care of the in- 
creased interest charges then accruing from the new invest- 
ment. If the contention of the city administration even 
in respect to franchise values alone had been sustained there 
would have been in 1909, notwithstanding Judge Tayler’s 
full allowance for pavement, track, cars, overhead charges, 
$200,000 of increased balance to profit account and the pos- 
sibility of a higher fare would now be remote. 

The real danger in the situation lies in two things. First 
there is the natural interest and the emphatically expressed 
opinion of the officers of the company against even a four 
cent fare. Secondly there is the ease with which a surplus 
can be turned into a deficit by over-service in the middle 
of the day and late at night, and by breaking down the 
present zone system about five miles from the heart of the 
city. During all the receivership, over half the lines of the 
city had an average of only about 20 passengers per car 
outside of the rush hours. They seat from 30 to 45 passen- 
gers; half a dozen more generally like to stand and smoke 
on the front and rear platforms. Consequently, on most 
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of the lines just mentioned, there is no need of increasing 
the schedule for several years except in the rush hours, 
when, if necessary, men, even at a much higher rate of pay 
per hour, could well be employed as extra train crews. 
Whether, however, the management will try to do this, or 
get up the popular clamor that can easily be raised, no 
matter how few passengers are now in each car, for more 
cars on any line; and whether, if increased service outside 
of the rush hours is attempted, the Commissioner and the 
City Council will have the strength and wisdom to prevent 
it, as they have the full legal right to do, — are among the 
most serious problems of the near future. Experience of 
the receivership, however, shows that if these problems are 
properly met, the service in Cleveland,which is already 
better than in most cities, can be further extended in the 
rush hours, where improvements are really needed, and 
still permit the Cleveland Railway Company to pay the 
average rate of about 5% per cent on its entire so-called 
capital value. Anyway, Cleveland has to-day a lower 
average charge per passenger than in any other American 
city, and will have a lower charge even under the maximum 
rates of fare, which would yield $750,000 more than the 
present rates. The control of service on the part of the 
city government is absolutely unequalled anywhere else 
between the two oceans; and the present character of the 
cars and of the service in general compare favorably with 
any of Cleveland’s sister cities. 

Epwarp W. Bemis. 


DEPARTMENT OF WATER SUPPLY, 
New York. 
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RECENT CHANGES IN AUSTRALASIAN 
LAWS AGAINST STRIKES 


StrupEnts of Australasian labor laws will recall that two 
methods of regulating wages and preventing strikes have 
been used in the colonies — by arbitration courts and by 
wages boards. New Zealand was the first to use judicial 
procedure and machinery to regulate industry; Victoria 
was the first to employ government boards representing 
employers and employees for the same purpose. The idea 
of fixing equitable wages by an order of court, partly per- 
haps on account of its greater novelty, at first appealed 
more strongly to the popular imagination, and arbitration 
judges were appointed in New South Wales, Western Aus- 
tralia, and finally — for interstate disputes — by the Com- 
monwealth itself. More recently public sentiment has 
swung over towards the wages board method. The out- 
come seems likely to be that more extended use of boards 
will be made to hear disputes in first instance, and courts 
will be retained as appellate bodies. 

New South Wales has the most important of the amended 
laws. In 1901 that colony established an arbitration court 
and made strikes and lockouts crimes against the state. 
This law expired by limitation, in 1908, and was immed- 
iately superseded by a new act, passed in April of that year 
and amended in the December following. It provided for 
wages boards in all the more important groups of industries, 
with an appeal under certain restrictions to an industrial 
court composed of a single judge. At the same time the 
penalties for strikes continued. The law was passed by a 
conservative government, with the labor party in opposi- 
tion, and contained provisions violently denounced by the 
political trade unions. The principal of these provisions 
permitted unorganized workmen to apply for relief under 
the law. Under the former enactment only incorporated 
unions could do so, and this gave a plea in equity for pref- 
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erence of employment to the members of such unions in 
the court awards. During the eighteen months the new 
law has been in operation, however, no unorganized work- 
men have appealed to it, while the unions have kept both 
the boards and the court actively employed. 

The two main advantages offered by the boards over a 
single court are greater expedition in settling cases, and 
more intelligent hearing of the technical points of a dispute. 
So great was the congestion of business when all had to go 
before a single tribunal, that occasionally disputants waited 
an entire year for a decision. Now, as there is a board for 
each industry, the delays are only those incident to the 
procedure itself. Under the old law the members of the 
court had no familiarity with the business they were called 
upon to regulate, and were forced to form their opinion on 
technical matters, as well as on the general conditions of a 
trade, upon evidence. But the boards, being composed of 
men actually engaged in the trade or business involved in 
the dispute, have first hand knowledge of many points 
which go to make a fair decision. Appeals to the industrial 
court are only entertained when errors of fact or judgment 
are clearly shown to have vitiated the board’s decision, or 
when points of law are involved. 

In the new act the penal clauses have been strengthened, 
and fines now go into the consolidated revenues; previously 
they had been paid as damages into the treasury of the 
plaintiff union. 

The boards have handled successfully a large number of 
minor disputes and some difficulties of greater importance; 
but the penalties for strikes did not keep large bodies of 
men from striking, apparently with impunity. The fine 
of a thousand pounds and the two months imprisonment, 
which the government was by law empowered to inflict upon 
any person either engaging in a strike or instigating one, 
were apparently understood by workingmen in a Pickwickian 
sense. Early in November, 1909, 12,000 coal miners in 
New South Wales went on strike, so embarrassing industry 
that before the end of December the government railways 
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were curtailing their service for want of fuel, and gas works 
in Sydney were unable to light the streets or to supply 
private consumers. 10,000 men in other industries were 
idle. December 18, 1909, the parliament of New South 
Wales, in a single sitting, passed through both houses a 
coercion act, which gave the police power to break up any 
meeting called for strike purposes, made procedure more 
effective, and greatly increased the severity of the penalties 
for striking. The government obtained the most import- 
ant conviction ever secured under a colonial labor statute, 
late in January, 1910, when the president of the Colliery 
Employees’ Federation was sentenced to one year at hard 
labor in prison for instigating this strike, three other leaders 
were each condemned to eight months at hard labor, and 
a number of miners received shorter terms in prison. 

The new wages board law is more popular with employers 
than was its predecessor, but it is less popular with work- 
ingmen. Tho it is reported that many employees in private 
support it, the official sentiment of the trade unions is op- 
posed to the amended act. During the first year 108 boards 
were appointed, of which 73 rendered determinations and 
20 were still sitting. The largest number of boards sitting 
at one time was 28. 

These new laws — for New South Wales is not alone in 
this movement — indicate no recession in arbitration legis- 
lation in Australasia. They represent a normal and orderly 
development and expansion of this legislation, and an 
adaptation to the requirements of experience. Whether 
for weal or woe, the tide of compulsory arbitration is still 
rising in the colonies. 

Victor 8. CuarK. 
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THE DECLINE IN TRADE UNION MEMBERSHIP 


Evidence of a settled policy of antagonism toward trade 
unions by the more powerful industrial combinations has 
been accumulating during the last two years. The first 
effect of the movement toward monopoly after 1898 was to 
stimulate a growth both of industrial consolidation and of 
combination in the field of labor. The panic of 1903 seems 
to have tried the industrial combinations by fire, and those 
which have persisted, find themselves in a position of steadily 
increasing strength. Appreciating this fact, they now have 
come into the open with an announced program of the 
open shop. Undoubtedly the excesses of the trade unions 
in the years after 1901, which were partly an expression 
of their sudden accession of power, are in part accountable 
for this present attitude of the trusts. The movement 
towards suppression of unionism seems to have gained in 
intensity during and since the depression of 1907 as 
well. The employers’ associations have all been active. 
Numerous decisions in the courts have been favorable to 
the employer. So that, all things considered, the last two 
years may be accounted extremely critical ones in the field 
of labor organization. 

The progress of invention of labor-saving devices, the 
steady influx of immigrant cheap labor, persistence in the 
policy of emasculation of the unions by promotion of all 
the leaders who demonstrate capacity, are influences which 
still further favor a decline or at all events a cessation of 
growth in the membership and the power of trade unions. 
The Toronto convention of the American Federation of 
Labor in 1909 was rendered noteworthy by the open con- 
fession of the impending crisis on the part of the principal 
labor leaders of the country. It now appears as if assured 
success in trades unionism would be, for the time at least, 
limited to the building trades, to those occupations en- 
tailing great personal responsibility as well as skill, notably 
the railway unions; and to the small highly skilled trades 











a ee Be oe 











NOTES. AND MEMORANDA 565 


which have firmly entrenched themselves behind policies 
of conservative finance and a reasonable attitude toward 
independent workmen. The figures in the subjoined table 
represent the numerical strength, so far as can be obtained, 
of the principal organizations at this time. 

The sources of these statistics are primarily the publi- 
cations of the American Federation of Labor and of the 
several constituent trade unions. The state Labor Bureaus 
of New York and Massachusetts give official statistics of 
membership for their territories; but regions like Penn- 
sylvania and the Middle West, where the most bitter con- 
tentions have of late occurred, afford no official statistics 
gathered by public authority. The Pittsburgh Survey has 
devoted special attention to this subject; its evidence being 
conclusive as to a settled policy in the iron and steel trades 
of rigid repression of organization. In the use of the official 
trade union publications two errors must be constantly 
guarded against. The trade union monthlies are of service 
in maintaining trade union enthusiasm. It is imperative 
that their announcement of membership should be as roseate 
as possible. The favorable outcome of strikes and agree- 
ments is more apt to be fully described than are reverses. 
A long list of collective bargains discontinued by the newly 
organized employers since the panic of 1907 occasions but 
little comment. Nevertheless at times exasperated officials 
will reveal their true frame of mind; as, for example, in the 
December, 1909, issue of the Machinists Monthly Journal. 
The true significance of returns as to membership is at these 
times revealed. A pleasing exception to the policy of se- 
cretiveness is found in the United Mine Workers Journal, 
which presents regularly a column of data “ for students.” 

The American Federation of Labor, through its secretary’s 
annual report, gives a full statement of receipts and disburse- 
ments. The principal income is derived from the per capita 
tax on membership. This is the basis of voting strength 
in the convention on the part of the international unions; 
one vote being allowed for each one hundred members paying 
the tax. Naturally the unions endeavor to dodge these 
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taxes to the Federation, by making as low returns of mem- 
bership as possible in order that their locals may retain 
funds for their own uses. No local is ever able to report 
its actual militant strength, for on no date probably are all 
of its defective members “ in good standing.”’ At all times 
when there is no immediate pressure by the union and during 
periods of trade union dulness, the proportion of members 
in arrears for dues tends to increase. As compared with 
the British unions the proportions of arrearage are very 
striking. 

Under these circumstances it seems likely that official 
membership of the Federation of Labor according to its 
reports represents bed rock. It is uncertain how much 
should be added to bring the figures to a full representation 
of the active membership of all the local and national bodies. 
The Iron Moulders’ membership according to the table below 
affords an extreme illustration in this regard. Even more 
important than a mere study of the movements of member- 
ship would be a statistical investigation of trade agreements 
during the last few years. Many great companies have 
discontinued’ formal relations with their associated em- 
ployees; notably the Steel Corporation, which at the outset 
signed agreements with nearly all of its 125,000 employees. 
The number now working under the open shop is said to 
be very large. Even where trade agreements have been 
renewed, they have been made under less advantageous 
terms so far as labor is concerned. The course of events 
in the coal fields affords clear evidence as to this. The 
Iron Moulders and Machinists have all suffered serious 
defeats in the making of collective bargains. Even the 
Longshoremen on the Great Lakes seem to have had diffi- 
culty in renewing the arrangements which appear to have 
been so beneficial to both parties concerned. In short, 
collective bargaining on a large scale in the United States 
seems to be for the moment upon the decline. This is a 
tendency fraught with most serious industrial and political 
possibilities. It threatens particularly to carry grave unrest 
from the industrial field over into the domain of politics. 
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The following figures do not pretend to be complete or 
definitive, but they are the results of a close examination 
of the official records of the unions themselves, compared 
for all districts where possible with data gathered by state 
bureaus of labor. It is believed that even in this indefinite 
form they merit the serious consideration of those interested 
in social welfare and industrial opportunity. 


C. H. PARKER. 


Harvarp UNIVERSITY. 


AN AMERICAN EXPERIMENT IN WORKMEN’S 
INSURANCE 


On July 1st, 1904, the South Penn Oil Company, one of 
the subsidiary branches of the Standard Oil Company, 
established and put in operation an employees’ benefit 
association, which has now been running long enough and 
with sufficient success to make its results of interest to 
economists and of possible value in similar enterprises. 

The corporation in question is engaged in the production 
of crude oil, and owing to the somewhat hazardous nature 
of the work, which involves climbing derricks and running 
gas and steam engines, it was deemed advisable to inaugu- 
rate a relief association to insure against accidents, as well 
as to pay benefits for sickness of any kind however caused, 
and death benefits for death during the term of employ- 
ment and membership in the association. On leaving the 
employment of the company for any reason, the member- 
ship of the employee ceases, but if he has paid dues for more 
than one year a small rebate is returned to him if he is laid 
off without fault on his part. 

These men are divided into three classes: those receiving 
wages not exceeding $75.00 per month form Class 1; those 
receiving between $75.00 and $100.00 per month, Class 2; 
and those receiving more than $100.00 a month, Class 3. 
The third class is relatively very small, composed mainly 
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of office men, and for the purpose of study and statistics is 
practically a negligible quantity. The average wage among 
the great majority of all employees is about $70.00. A 
member is required to change from one class to another 
upon a change being made in his wages. The classes are 
distinct also in regard to the payment of dues. Those 
members of the association who are in Class 1 pay monthly 
dues of $1.25; those in Class 2 pay $1.88; and those in 
Class 3 pay $2.50. In the same way they are classified as 
to benefits to be received. 

As originally established the monthly dues in the above 
classes were, respectively, $1.00, $1.50, and $2.00, but about 
midway in the history of the association the benefit fund 
did not increase as rapidly as the managers thought safe, 
and the dues were raised twenty-five per cent, to the figures 
above given. 

Those members in Class 1, disabled by sickness or acci- 
dent to such an extent as to disqualify them for their em- 
ployment, are paid a sick benefit of $1.00 for each day 
the disability may continue, during a period not exceeding 
26 weeks, and 50 cents for each day during the 26 weeks 
following thereafter; those in Class 2 receive $1.25 per day 
for the first 26 weeks of the disability, and 63 cents per day 
for the next 26 weeks; and those in Class 3 receive first 
$1.50, and then 75 cents in the similar periods. 

These sick benefits, which include benefits paid for both 
sickness and disability resulting from accident, form the 
chief liability of the association. The employees are neces- 
sarily subject to considerable exposure to the elements, and 
contract colds, bronchitis, quinsy, pneumonia, in the winter 
months; stomach and bowel trouble in the summer, and 
to a certain extent malaria and typhoid fever from bad 
water. 

The kinds of accident which impose a liability upon the 
association are falls from derricks, — sometimes caused 
by carelessness, occasionally by the breakage of the brace, 
upon which a man stands forty feet or more above the 
ground, through the force of the drilling tools swinging 
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against it (these tools weigh from 1500 to 2000 pounds) — 
the blowing up of boilers through over-pressure, or letting 
the water stand too low; entanglement in belts or fly 
wheels; and lesser injuries caused by dropping heavy im- 
plements on hands or feet, sprains, strains, and contusions. 
Disability caused by such midadventures is paid for on the 
same scale as sickness, unless the injury result in death. 

Referring once more to the classification of members, it 
is now in order to state what benefits are paid on account 
of death. For death resulting from natural causes at any 
place, or from accident (except while intoxicated or while 
acting unlawfully or engaged in athletic sports or in hunt- 
ing), the beneficiaries of members in the first class receive 
$1000, less such daily sick benefits as may have been paid 
during the disability which resulted in death. Member- 
ship in Class 2 entitles the beneficiaries of the deceased 
member to $1500, subject to the above mentioned reduc- 
tion, and in Class 3 to $2000, upon the same conditions. 
The policy did not originally cover death from accident 
unless occurring at home or at the place of work, or while 
travelling from one to the other. This feature was the 
main objection urged by the employees at the inception of 
the system. Petitions were presented asking that the acci- 
dent insurance be made universal, covering casualties occurr- 
ing during leave of absence, in athletic sports, and the like. 
This was carefully considered by the financial managers of 
the company for some three years and finally settled as 
above outlined. 

These benefits, taking all of them into consideration, are 
believed to be, in proportion to the dues, the most liberal 
insurance returns in force, with the doubtful exception of 
some one or other of the many fraternal organizations. In 
the latter, however, assessments are likely to grow heavier 
as the age of the members increases, which is not contem- 
plated in this association. 

The general policy of the corporation, in regard to man- 
agement, has been to let the employees feel that the asso- 
ciation is their own institution, and that the fund collected 
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is administered in the home office only because of the greater 
financial experience of the corporation’s officers, and the 
better facilities for doing business there. In pursuance of 
this policy the eligibility of candidates, the approval of 
reports of sickness or accident on which benefits are paid, 
the recommending of members for expulsion for good cause, 
and the power to submit and ratify proposed amendments 
to the by-laws, are all left to local committees composed 
entirely of the men in the field. These committees are 
elected annually by ballot, on nominations regularly endorsed 
and filed, the whole conduct of the elections being shaped 
by the employees without restrictions from the home office. 

In addition to the local committees there is a governing 
board, comprised in part of officers of the corporation, and 
in part of the superintendents in the field, with one member 
chosen at large by the local committees. This member is 
free to attend all the meetings of the governing board, and 
thus give assurance to the employees that they are repre- 
sented in all proceedings of the association. Annual state- 
ments of accounts have been prepared by the treasurer, 
printed and distributed to all members, giving a clear analy- 
sis of the receipts and expenditures. 

At a very recent date, upon a resolution of the local 
committees presented to the board of control, the regulations 
were amended by creating a new benefit, namely, for men 
permanently injured while at work. These men are to 
receive sick benefits at the rates above mentioned, up to 
twice the amount of their death benefit if they live and 
continue to be incapacitated. In the history of the asso- 
ciation there is only one such case. 

Membership in the association is not compulsory, as is 
shown by the fact that at the present writing out of 1,573 
regular employees eligible to membership 128 for reasons 
sufficient unto themselves have not availed themselves of 
the privileges of membership. As a matter of practice no 
pressure is brought to bear to have men join, tho when the 
force is shortened by reason of lack of work the employee 
who has showed enough interest in the company to become 
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a member of the association is retained if it comes to a 
choice between him and a non-member, other things being 
equal. This is not an official rule, but is a perfectly reason- 
able and just practice. 

In applying for membership employees agree that upon 
acceptance of a benefit for injury they will waive all claims 
which they might bring against the company. This has 
been so satisfactory that only one instance to the contrary 
has arisen in the history of the association. 

Nothing has been said as to the corporation’s part in the 
system under review, but it must not be inferred that that 
part is unimportant. The corporation adds to the associa- 
tion fund an amount equal to 25 per cent of all that the 
members pay in. This is, of course, a voluntary contribu- 
tion. 

A concise statement of receipts and expenditures will 
make clear the result of five and one-half years experience 
in this case of working men’s insurance, and may be in a 
small way a contribution to the literature on the subject. 

The statement is as follows: — 








No. Company’s 
“ .| Death Sick 
ta — —=— Benefits | Benefits Expenses 





Year ending 
June 30, 1905 | 1708 | $17,151.00| $4,299.62/ $4,967.00] $7,452.50) $913.82 
ae 1843 23,117.87 5,768.12 6,407.39 9,955.50 802.35 

6 months ending 
Dec. 31, 1906 1736 11,440.92 2,860.20 6,615.00 6,203.25 513.72 
Year ending 
Dec. 31, 1907 1501 25,358.09 6,339.04; 10,381.14| 11,667.60; 1,004.96 

‘ “ 1908 1545 26,195.43 6,548.88; 11,966.17 8,025.25 937.77 

“ 1909 1445 24,944.62 6,236.16 5,178.38 8,737.09 598.48 





Totals $128,207.93 | $32,052.02 | $45,515.08 | $52,041.19 | $4,771.10 


























In addition to the income above indicated there has been 
interest accruing on investments and bank balances, so that 
on December 31st, 1909, the assets, including cash, mort- 
gages, bonds, amounted to $63,377.01. 
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All of which is submitted in support of the proposition 
that in one case the experiment of a working men’s insur- 
ance system is proving a success, and in illustration of the 
belief that there is in the relation existing between employer 
and employee in general a marked advance in co-operation. 


Henry Davis BUSHNELL. 


PrrrssurG, Pa. 


THE BRITISH MINIMUM WAGES ACT OF 1909 


The British Trade Boards Act of 1909 (see Appendix) is 
the fruit of a prolonged and unusually deliberate study of a 
complex social problem. The British public was first brought 
face to face with the so-called sweating system in all its 
hideousness at the time of the elaborate investigation 
conducted by a select committee of the House of Lords dur- 
ing the years 1888 to 1890.’ Almost the only valuable result 
of this investigation was, in the words of Mrs. Sydney 
Webb,” “an accurate definition of sweating, at once com- 
prehensive and concise. Lord Derby and his colleagues 
finally decided that sweating was no particular method of 
remuneration, no particular form of industrial organization, 
but certain conditions of employment — viz., unusually 
low rates of wages, excessive hours of labor, and unsanitary 
work-places. When we get any one of these conditions in 
an exaggerated and extreme form, . . . then we may say, 
that the labor is sweated, and that the unfortunates are 
working under the sweating system.” 

The Lords’ investigation unfortunately exercised little 
influence upon contemporary legislation. The most promis- 
ing policy that the courageous and incisive thinkers of the 
day could suggest was merely to extend the application of 


1 Parl. Papers, H. L. No. 62 of 1890. 


2 In an address before the 24th annual congress of the Co-operative Wholesale 
Societies, held at Rochdale in 1892. Cf., Sydney and Beatrice Webb: Problems of 
Modern Industry; ch. vi., How to do away with the sweating system. 
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the then-existing factory acts to the sweated industries. 
“Our task,” said Mrs. Webb,! “is to build up in these 
disorganized industries, the legal responsibility of the em- 
ployer and landlord,” and to “ deprive the giver-out of 
work of his exceptional legal privileges.”” By these means, 
unsanitary work-places might have been made less unwhole- 
some, and excessive hours of labor might, tho less easily, 
have been reduced, but no ordinary factory act could ever 
have raised unusually low rates of wages in the disorganized 
sweated industries. For the solution of the problem of the 
sweating system a new idea was indispensable. 

Such an idea was embodied in the work of the authors 
of the Victorian Wages Boards law, first enacted in 1896. 
This law was designed expressly to create the machinery 
for the fixing of legal minimum wages in the sweated indus- 
trices. It quickly attracted the attention of European 
economists,? and except for an interval of three months 
during the autumn of 1902, the wages boards set up under 
its authority have been continuously active. After a decade 
of activity, during which no important body of public 
opinion in Victoria has demanded the abolition of the boards 
or the renunciation of the principle of a legal minimum 
wage in the sweated industries, the return of the Liberals 
to power in England brought ministers into office who were 
disposed to give the Victorian system a trial under the less 
favorable, tho more distressing, English conditions. Select 
committees of Parliament again sat upon the question,° 
and a competent investigator was sent to Victoria to study 
on the ground the operation of the wages boards.‘ The 
result was the Trade Boards Act of 1909. 


1 Loe, cit., pp. 149, 150. 


2 Cf. esp., Otto von Zwied k-Siidenhorst: Lohnpolitik und Lohntheorie. 
Leipzig, 1900. 





* Parl. Papers, H. C.; Reports of the Select Committee on Home Work; 1907 
(Cd. 290); 1908 (Cd. 246). 


« Ernest Aves: Report to the Home Office on the wages boards and industrial 
conciliation and arbitration acts of Australia and New Zealand. 
Parl. Papers, H. C.; 1908 (Cd. 4167). 
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The British Act is frankly based upon the Victorian Act, 
and departs from it chiefly in attempting to accomplish 
less, and in making a provision for divergent local condi- 
tions in different industrial districts which is unnecessary 
in Victoria. Instead of attempting to deal at once with 
the forty odd industries which are subjected to the Victorian 
Act, the British Act specifies four, selected from among 
the many sweated industries, in which the creation of wages 
boards, or as the British Act names them, trade boards, is 
made mandatory. These trades were selected for the pur- 
pose of inaugurating the legal minimum wage in England 
under the conditions most favorable to the success of the 
experiment. In the original draft of the bill, the branch 
of chain-making which appears in the appended schedule 
was omitted, and in its place the trade of blouse-making 
was inserted. The substitution was made in committee 
in harmony with the government’s purpose to establish the 
first trade boards under the most auspicious circumstances. 
The plan of establishing district trade committees to which 
the trade boards were authorized to delegate a portion of 
their powers, was devised in order to facilitate the adjust- 
ment of the general rates of wages to dissimilar local con- 
ditions. The British Act furthermore gives the Board of 
Trade authority at its discretion to order a provisional 
extension of the legal regulation of wages to other industries, 
whenever the circumstances appear to warrant it, subject 
to subsequent confirmation by Parliament. Thus Parlia- 
ment, tho sanctioning once and for all the principle of a 
legal minimum wage in sweated industries, reserves to itself 
the power to disapprove of particular applications of the 
principle. 

Social reformers in the United States are already begin- 
ning to consider seriously the application of the principle 
of a legal minimum wage to the problem of our sweated 
industries. The National Consumers’ League, at its recent 
annual meeting, appointed a committee to investigate the 
problem and to draft a bill suitable to the peculiar American 
conditions. There are greater difficulties, legal, adminis- 
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trative, and economic, to be overcome in America than in 
Great Britain. But the evil must be grappled with, and 
the operation of this English experiment in social legislation 
will be watched with close attention. 


A. N. Hoicomse. 
HarvarRD UNIVERSITY. 
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THE BRITISH MINIMUM WAGES ACT OF 1909 


TrapE Boarps Act, 1909 
[9 Edw. 7. Ch. 22; 20 October, 1909] 


ARRANGEMENT OF SECTIONS 


Establishment of Trade Boards for Trades to which the 
Act applies 
Sxcrion 
1. Application of Act to certain trades. 
2. Establishment of Trade Boards for trades to which Act applies. 
3. General duties of Trade Boards. 


Minimum Rates of Wages 

. Duties and powers of Trade Boards with respect to minimum rates 

of wages. 

Order giving obligatory effect to minimum rates of wages. 

Penalty for not paying wages in accordance with minimum rate 

which has been made obligatory. 

Limited operation of minimum rate which has not been made 

obligatory. 

. Provision for case of persons employed by piece work where a 
minimum time-rate but no general minimum piece-rate has 
been fixed. 

9. Prevention of evasion. 

10. Consideration by Trade Board of complaints as to infraction of 

minimum rates. 
Constitution, Proceedings, &c., of Trade Boards 


11. Constitution and proceedings of Trade Boards. 
12. Establishment of district trade committees. 
13. Appointed members of Trade Boards. 


Appointment of Officers and other Provisions for 
enforcing Act 
14. Appointment of officers. 
15. Powers of officers. 
16. Officers to produce certificates when required. 


17. Power to take and conduct proceedings. 
578 
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APPENDIX 


Supplemental 


18. Regulations as to mode of giving notice. 
19. Regulations to be laid before Parliament. 
20. Interchange of powers between Government Departments. 
21. Expenses of carrying Act into effect. 
22. Short title and commencement. 
ScHEDULE. 


An Acr TO PROVIDE FoR THE ESTABLISHMENT OF TRADE Boarps 
FOR CERTAIN TRADES 


Be it enacted by the King’s most Excellent Majesty, by and with 
the advice and consent of the Lords Spiritual and Temporal, and 
Commons, in this present Parliament assembled, and by the authority 
of the same, as follows: — 


Establishment of Trade Boards for Trades to which the Act applies 


1.— (1) This Act shall apply to the trades specified in the schedule 
to this Act and to any other trades to which it has been applied by 
Provisional Order of the Board of Trade made under this section. 

(2) The Board of Trade may make a Provisional Order applying 
this Act to any specified trade to which it does not at the time apply 
if they are satisfied that the rate of wages prevailing in any branch of 
the trade is exceptionally low, as compared with that in other employ- 
ments, and that the other circumstances of the trade are such as to 
render the application of this Act to the trade expedient. 

(3) If at any time the Board of Trade consider that the conditions 
of employment in any trade to which this Act applies have been so 
altered as to render the application of this Act to the trade unnecessary, 
they may make a Provisional Order that this Act shall cease to apply 
to that trade. 

(4) The Board of Trade may submit to Parliament for confirmation 
any Provisional Order made by them in pursuance of this section, but 
no such Order shall have effect unless and until it is confirmed by 
Parliament. 

(5) If, while a Bill confirming any such Order is pending in either 
House of Parliament, a petition is presented against any Order com- 
prised therein, the Bill, so far as it relates to that Order, may be re- 
ferred to a select committee, or, if the two Houses of Parliament think 
fit so to order, to a joint committee of those Houses, and the petitioner 
shall be allowed to appear and oppose as in the case of Private Bills. 

(6) Any Act confirming a Provisional Order made in pursuance of 
this section may be repealed, altered, or amended by any subsequent 
Provisional Order made by the Board of Trade and Confirmed by 
Parliament. 

2.— (1) The Board of Trade shall, if practicable, establish one or 
more Trade Boards constituted in accordance with regulations made 
under this Act for any trade to which this Act applies or for any branch 
of work in the trade. 
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Where a Trade Board is established under this Act for any trade or 
branch of work in a trade which is carried on to any substantial extent 
in Ireland, a separate Trade Board shall be established for that trade 
or branch of work in a trade in Ireland. 

(2) Where a Trade Board has been established for any branch of 
work in a trade, any reference in this Act to the trade for which the 
Board is established shall be construed as a reference to the branch of 
work in the trade for which the Board has been established. 

3. A Trade Board for any trade shall consider, as occasion requires, 
any matter referred to them by a Secretary of State, the Board of 
Trade, or any other Government department, with reference to the 
industrial conditions of the trade, and shall make a report upon the 
matter to the department by whom the question has been referred. 


Minimum Rates of Wages 


4,— (1) Trade Boards shal], subject to the provisions of this section, 
fix minimum rates of wages for time-work for their trades (in this Act 
referred to as minimum time-rates), and may also fix general minimum 
rates of wages for piece-work for their trades (in this Act referred to as 
general minimum piece-rates), and those rates of wages (whether time- 
or piece-rates) may be fixed so as to apply universally to the trade, or 
so as to apply to any special process in the work of the trade or to any 
special class of workers in the trade, or to any special area. 

If a Trade Board report to the Board of Trade that it is impracti- 
cable in any case to fix a minimum time-rate in accordance with this 
section, the Board of Trade may so far as respects that case relieve 
the Trade Board of their duty. 

(2) Before fixing any minimum time-rate or general minimum piece- 
rate, the Trade Board shall give notice of the rate which they propose 
to fix and consider any objections to the rate which may be lodged 
with them within three months. 

(3) The Trade Board shall give notice of any minimum time-rate 
or general minimum piece-rate fixed by them. 

(4) A Trade Board may, if they think it expedient, cancel or vary 
any minimum time-rate or general minimum piece-rate fixed under 
this Act, and shall reconsider any such minimum rate if the Board of 
Trade direct them to do so, whether an application is made for the 
purpose or not: 

Provided that the provisions of this section as to notice shall apply 
where it is proposed to cancel or vary the minimum rate fixed under 
the foregoing provisions in the same manner as they apply where it is 
proposed to fix a minimum rate. 

(5) A Trade Board shall on the application of any employer fix a 
special minimum piece-rate to apply as respects the persons employed 
by him in cases to which a minimum time-rate but no general minimum 
piece-rate is applicable, and may as they think fit cancel or vary any 
such rate either on the application of the employer or after notice to 
the employer, such notice to be given not less than one month before 
cancellation or variation of any such rate. 
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5. — (1) Until a minimum time-rate or general minimum piece-rate 
fixed by a Trade Board has been made obligatory by order of the Board 
of Trade under this section, the operation of the rate shall be limited 
as in this Act provided. 

(2) Upon the expiration of six months from the date on which a 
Trade Board have given notice of any minimum time-rate or general 
minimum piece-rate fixed by them, the Board of Trade shall make an 
order (in this Act referred to as an obligatory order) making that 
minimum rate obligatory in cases in which it is applicable on all per- 
sons employing labour and on all persons employed, unless they are 
of opinion that the circumstances are such as to make it premature 
or otherwise undesirable to make an obligatory order, and in that case 
they shall make an order suspending the obligatory operation of the 
rate (in this Act referred to as an order of suspension). 

(3) Where an order of suspension has been made as respects any 
rate, the Trade Board may, at any time after the expiration of six 
months from the date of the order, apply to the Board of Trade for 
an obligatory order as respects that rate; and on any such application 
the Board of Trade shall make an obligatory order as respects that 
rate, unless they are of opinion that a further order of suspension is 
desirable, and, in that case, they shall make such a further order, and 
the provisions of this section which are applicable to the first order of 
suspension shall apply to any such further order. 

An order of suspension as respects any rate shall have effect until 
an obligatory order is made by the Board of Trade under this section. 

(4) The Board of Trade may, if they think fit, make an order to 
apply generally as respects any rates which may be fixed by any Trade 
Board constituted, or about to be constituted, for any trade to which 
this Act applies, and while the order is in force any minimum time-rate 
or general minimum piece-rate shall, after the lapse of six months from 
the date on which the Trade Board have given notice of the fixing of 
the rate, be obligatory in the same manner as if the Board of Trade 
had made an order making the rate obligatory under this section, 
unless in any particular case the Board of Trade, on the application 
of any person interested, direct to the contrary. 

The Board of Trade may revoke any such general order at any time 
after giving three months’ notice to the Trade Board of their intention 
to revoke it. 

6. — (1) Where any minimum rate of wages fixed by a Trade Board 
has been made obligatory by order of the Board of Trade under this 
Act, an employer shall, in cases to which the minimum rate is applica- 
ble, pay wages to the person employed at not less than the minimum 
rate clear of all deductions, and if he fails to do so shall be liable on 
summary conviction in respect of each offence to a fine not exceeding 
twenty pounds and to a fine not exceeding five pounds for each day 
on which the offence is continued after conviction therefor. 

(2) On the conviction of an employer under this section for failing 
to pay wages at not less than the minimum rate to a person employed, 
the court may by the conviction adjudge the employer convicted to 
pay, in addition to any fine, such sum as appears to the court to be 
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due to the person employed on account of wages, the wages being cal- 
culated on the basis of the minimum rate, but the power to order the 
payment of wages under this provision shall not be in derogation of 
any right of the person employed to recover wages by any other pro- 
ceedings. 

(3) If a Trade Board are satisfied that any worker employed, or 
desiring to be employed, on time-work in any branch of a trade to which 
& minimum time-rate fixed by the Trade Board is applicable is affected 
by any infirmity or physical injury which renders him incapable of 
earning that minimum time-rate, and are of opinion that the case 
cannot suitably be met by employing the worker on piece-work, the 
Trade Board may, if they think fit, grant to the worker, subject to 
such conditions, if any, as they prescribe, a permit exempting the 
employment of the worker from the provisions of this Act rendering 
the minimum time-rate obligatory, and, while the permit is in force, 
an employer shall not be liable to any penalty for paying wages to the 
worker at a rate less than the minimum time-rate so long as any con- 
ditions prescribed by the Trade Board on the grant of the permit are 
complied with. 

(4) On any prosecution of an employer under this section, it shall 
lie on the employer to prove by the production of proper wages sheets 
or other records of wages or otherwise that he has not paid, or agreed 
to pay, wages at less than the minimum rate. 

(5) Any agreement for the payment of wages in contravention of 
this provision shall be void. 

7.— (1) Where any minimum rate of wages has been fixed by a 
Trade Board, but is not for the time being obligatory under an order 
of the Board of Trade made in pursuance of this Act, the minimum 
rate shall, unless the Board of Trade direct to the contrary in any case 
in which they have directed the Trade Board to reconsider the rate, 
have a limited operation as follows: — 

(a) In all cases to which the minimum rate is applicable an employer 
shall, in the absence of a written agreement to the contrary, pay to the 
person employed wages at not less than the minimum rate, and, in the 
absence of any such agreement, the person employed may recover 
wages at such a rate from the employer; 

(b) Any employer may give written notice to the Trade Board by 
whom the minimum rate has been fixed that he is willing that that 
rate should be obligatory on him, and in that case he shall be under 
the same obligation to pay wages to the person employed at not less 
than the minimum rate, and be liable to the same fine for not doing 
so, as he would be if an order of the Board of Trade were in force making 
the rate obligatory; and 

(c) No contract involving employment to which the minimum rate 
is applicable shall be given by a Government department or local 
authority to any employer unless he has given notice to the Trade 
Board in accordance with the foregoing provision: 

Provided that in case of any public emergency the Board of Trade 
may by order, to the extent and during the period named in the order, 
suspend the operation of this provision as respects contracts for any 
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such work being done or to be done on behalf of the Crown es is specified 
in the order. 

(2) A Trade Board shall keep a register of any notices given under 
this section: 

The register shall be open to public inspection without payment of 
any fee, and shall be evidence of the matters stated therein: 

Any copy purporting to be certified by the secretary of the Trade 
Board or any officer of the Trade Board authorized for the purpose to 
be a true copy of any entry in the register shall be admissible in evi- 
dence without further proof. 

8. An employer shall, in cases where persons are employed on piece- 
work and a minimum time-rate but no general minimum piece-rate 
has been fixed, be deemed to pay wages at less than the minimum 
rate — 

(a) in cases where a special minimum piece-rate has been fixed under 
the provisions of this Act for persons employed by the employer, if the 
rate of wages paid is less than that special minimum piece-rate; and 

(b) in cases where a special minimum piece-rate has not been so 
fixed, unless he shows that the piece-rate of wages paid would yield, 
in the circumstances of the case, to an ordinary worker at least the 
same amount of money as the minimum time-rate. 

9. Any shopkeeper, dealer, or trader, who by way of trade makes 
any arrangement express or implied with any worker in pursuance of 
which the worker performs any work for which a minimum rate of 
wages has been fixed under this Act, shall be deemed for the purposes 
of this Act to be the employer of the worker, and the net remuneration 
obtainable by the worker in respect of the work after allowing for his 
necessary expenditure in connection with the work shall be deemed 
to be wages. 

10. — (1) Any worker or any person authorised by a worker may 
complain to the Trade Board that the wages paid to the worker by 
any employer in any case to which any minimum rate fixed by the 
Trade Board is applicable are at a rate less than the minimum rate, 
and the Trade Board shall consider the matter and may, if they think 
fit, take any proceedings under this Act on behalf of the worker. 

(2) Before taking any proceedings under this Act on behalf of the 
worker, a Trade Board may, and on the first occasion on which pro- 
ceedings are contemplated by the Trade Board against an employer 
they shall, take reasonable steps to bring the case to the notice of the 
employer, with a view to the settlement of the case without recourse 
to proceedings. 


Constitution, Proceedings, etc., of Trade Boards 


11.— (1) The Board of Trade may make regulations with respect 
to the constitution of Trade Boards which shall consist of members 
representing employers and members representing workers (in this 
Act referred to as representative members) in equal proportions and 
of the appointed members. Any such regulations may be made so as 
to apply generally to the constitution of all Trade Boards, or specially 
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to the constitution of any particular Trade Board or any particular 
class of Trade Boards. 

(2) Women shall be eligible as members of Trade Boards as well as 
men. 

(3) The representative members shall be elected or nominated, or 
partly elected and partly nominated as may be provided by the regu- 
lations, and in framing the regulations the representation of home 
workers on Trade Boards shall be provided for in all trades in which 
a considerable proportion of home- workers are engaged. 

(4) The chairman of a Trade Board shall be such one of the members 
as the Board of Trade may appoint, and the secretary of the Trade 
Board shall be appointed by the Board of Trade. 

(5) The proceedings of a Trade Board shall not be invalidated by 
any vacancy in their number, or by any defect in the appointment, 
election, or nomination of any member. 

(6) In order to constitute a meeting of a Trade Board, at least one 
third of the whole number of the representative members and at least 
one appointed member must be present. 

(7) The Board of Trade may make regulations with respect to the 
proceedings and meetings of Trade Boards, including the method of 
voting; but subject to the provisions of this Act and to any regulations 
so made Trade Boards may regulate their proceedings in such manner 
as they think fit. 

12.— (1) A Trade Board may establish district trade committees 
consisting partly of members of the Trade Board and partly of persons 
not being members of the Trade Board but representing employers or 
workers engaged in the trade and constituted in accordance with 
regulations made for the purpose by the Board of Trade and acting 
for such area as the Trade Board may determine 

(2) Provision shall be made by the regulations for at least one ap- 
pointed member acting as a member of each district trade committee, 
and for the equal representation of local employers a:.d local workers 
on the committee, and for the representation of home-workers thereon 
in the case of any trade in which a considerable proportion of home- 
workers are engaged in the district, and also for the appointment of a 
standing sub-committee to consider applications for special minimum 
piece-rates and complaints made to the Trade Board under this Act, 
and for the reference of any applications or complaints to that sub- 
committee. 

(3) A Trade Board may refer to a district trade committee for their 
report and recommendations any matter which they think it expedient 
so to refer, and may also, if they think fit, delegate to a district trade 
committee any of their powers and duties under this Act, other than 
their power and duty to fix a minimum time-rate or general minimum 
piece-rate. 

(4) Where a district trade committee has been established for any 
area, it shall be the duty of the committee to recommend to the Trade 
Board minimum time-rates and, so far as they think fit, general mini- 
mum piece-rates, applicable to the trade in that area, and no such 
minimum rate of wages fixed under this Act and no variation or can- 
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cellation of such a rate shall have effect within that area unless either 
the rate or the variation or cancellation thereof, as the case may be, 
has been recommended by the district trade committee, or an oppor- 
tunity has been given to the committee to report thereon to the Trade 
Board, and the Trade Board have considered the report (if any) made 
by the committee. 

13. — (1) The Board of Trade may appoint such number of persons 
(including women) as they think fit to be appointed members «f Trade 
Boards. 

(2) Such of the appointed members of Trade Boards shall act on 
each Trade Board or district trade committee as may be directed by 
the Board of Trade, and, in the case of a Trade Board for a trade in 
which women are largely employed, at least one of the appointed mem- 
bers acting shall be a woman: 

Provided that the number of appointed members acting on the same 
Trade Board, or the same district trade committee, at the same time, 
shall be less than half the total number of members representing em- 
ployers and members representing workers. 


Appointment of Officers and other Provisions for enforcing Act 


14.— (1) The Board of Trade may appoint such officers as they 
think necessary for the purpose of investigating any complaints and 
otherwise securing the proper observance of this Act, and any officers 
so appointed shall act under the directions of the Board of Trade, or, 
if the Board of Trade so determine, under the directions of any Trade 
Board. 

(2) The Board of Trade may also, in lieu of or in addition to appoint- 
ing any officers under the provisions of this section, if they think fit, 
arrange with any other Government Department for assistance being 
given in carrying this Act into effect, either generally or in any special 
cases, by officers of that Department whose duties bring them into 
relation with any trade to which this Act applies. 

15.— (1) Any officer appointed by the Board of Trade under this 
Act, and any officer of any Government Department for the time being 
assisting in carrying this Act into effect, shall have power for the per- 
formance of his duties — 

(a) to require the production of wages sheets or other record of 
wages by an employer, and records of payments made to out-workers 
by persons giving out work, and to inspect and examine the same and 
copy any material part thereof; 

(b) to require any person giving out work and any out-worker to 
give any information which it is in his power to give with respect to 
the names and addresses of the persons to whom the work is given out 
or from whom the work is received, as the case may be, and with 
respect to the payments to be made for the work; 

(c) at all reasonable times to enter any factory or workshop and 
any place used for giving out work to out-workers; and 

(d) to inspect and copy any material part of any list of outworkers 
kept by an employer or person giving out work to out-workers. 
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(2) If any person fails to furnish the means required by an officer 
as necessary for any entry or inspection or the exercise of his powers 
under this section, or if any person hinders or molests any officer in the 
exercise of the powers given by this section, or refuses to produce any 
document or give any information which any officer requires him to 
produce or give under the powers given by this section, that person 
shall be liable on summary conviction in respect of each offence to a 
fine not exceeding five pounds; and, if any person produces any wages 
sheet, or record of wages, or record of payments, or any list of out- 
workers to any officer acting in the exercise of the powers given by 
this section, knowing the same to be false, or furnishes any information 
to any such officer knowing the same to be false, he shall be liable, on 
summary conviction, to a fine not exceeding twenty pounds, or to 
imprisonment for a term not exceeding three months, with or without 
hard labour. 

16. Every officer appointed by the Board of Trade under this Act, 
and every officer of any Government Department for the time being 
assisting in carrying this Act into effect, shall be furnished by the 
Board or Department with a certificate of his appointment, and when 
acting under any or exercising any power conferred upon him by this 
Act shall, if so required, produce the said certificate to any person or 
persons affected. 

17. — (1) Any officer appointed by the Board of Trade under this 
Act, and any officer of any Government Department for the time being 
assisting in carrying this Act into effect, shall have power in pursuance 
of any special or general directions of the Board of Trade to take pro- 
ceedings under this Act, and a Trade Board may also take any such 
proceedings in the name of any officer appointed by the Board of Trade 
for the time being acting under the directions of the Trade Board in 
pursuance of this Act, or in the name of their secretary or any of their 
officers authorised by them. 

(2) Any officer appointed by the Board of Trade under this Act, or 
any officer of any Government Department for the time being assisting 
in carrying this Act into effect, and the secretary of a Trade Board, 
or any officer of a Trade Board authorised for the purpose, may, al- 
though not a counsel or solicitor or law agent, prosecute or conduct 
before a court of summary jurisdiction any proceedings arising under 
this Act. 


Supplemental 


18. — (1) The Board of Trade shall make regulations as to the notice 
to be given of any matter under this Act, with a view to bringing the 
matter of which notice is to be given so far as practicable to the knowl- 
edge of persons affected. 

(2) Every occupier of a factory or workshop, or of any place used 
for giving out work to out-workers, shall, in manner directed by regu- 
lations under this section, fix any notices in his factory or workshop 
or the place used for giving out work to out-workers which he may be 
required to fix by the regulations, and shall give notice in any other 
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manner, if required by the regulations, to the persons employed by 
him of any matter of which he is required to give notice under the 
regulations: 

If the occupier of a factory or workshop, or of any place used for 
giving out work to out-workers, fails to comply with this provision, he 
shall be liable on summary conviction in respect of each offence to a 
fine not exceeding forty shillings. 

19. Regulations made under this Act shall be laid as soon as possible 
before both Houses of Parliament, and, if either House within the next 
forty days after the regulations have been laid before that House resolve 
that all or any of the regulations ought to be annulled, the regulations 
shall, after the date of the resolution, be of no effect, without prejudice 
to the validity of anything done in the meantime thereunder or to the 
making of any new regulations. If one or more of a set of regulations 
are annulled, the Board of Trade may, if they think fit, withdraw the 
whole set. 

20.— (1) His Majesty may, by Order in Council, direct that any 
powers to be exercised or duties to be performed by the Board of Trade 
under this Act shall be exercised or performed generally, or in any 
special cases or class of cases, by a Secretary of State, and, while any 
such Order is in force, this Act shall apply as if, so far as is necessary 
to give effect to the Order, a Secretary of State were substituted for 
the Board of Trade. 

(2) Any Order in Council under this section may be varied or re- 
voked by any subsequent Order in Council. 

21. There shall be paid out of moneys provided by Parliament — 

(1) Any expenses, up to an amount sanctioned by the Treasury, 
which may be incurred with the authority or sanction of the Board of 
Trade by Trade Boards or their committees in carrying into effect this 
Act; and 

(2) To appointed members and secretaries of Trade Boards and to 
officers appointed by the Board of Trade under this Act such remunera- 
tion and expenses as may be sanctioned by the Treasury; and 

(3) To representative members of Trade Boards and members 
(other than appointed members) of district trade committees any 
expenses (including compensation for loss of time), up to an amount 
sanctioned by the Treasury, which may be incurred by them in the 
performance of their duties as such members; and 

(4) Any expenses, up to an amount sanctioned by the Treasury, 
which may be incurred by the Board of Trade in making inquiries, or 
procuring information, or taking any preliminary steps with respect 
to the application of this Act to any trade to which the Act does not 
apply, including the expenses of obtaining a Provisional Order, or 
promoting any Bill to confirm any Provisional Order made under, or 
in pursuance of, the provisions of this Act. 

22.— (1) This Act may be cited as the Trade Boards Act, 1909. 

(2) This Act shall come into operation on the first day of January 
nineteen hundred and ten. 
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SCHEDULE 
TRADES TO WHICH THE ACT APPLIES WITHOUT PROVISIONAL ORDER 


1. Ready-made and wholesale bespoke tailoring and any other 
branch of tailoring in which the Board of Trade consider that the sys- 
tem of manufacture is generally similar to that prevailing in the whole- 
sale trade. 

2. The making of boxes or parts thereof made wholly or partially 
of paper, cardboard, chip, or similar material. 

3 Machine-made lace and net finishing and mending or darning 
operations of lace curtain finishing. 

4. Hammered and dollied or tommied chain-making. 
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Economic Prizes 


SEVENTH YEAR 


In order to arouse an interest in the study of topics relating. to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, chairman; 

Professor J. B. Clark, Columbia University; 

Professor Henry C. Adams, University of Michigan; 

Horace White, Esq., New York City, and 

Professor Edwin F. Gay, Harvard University. 
has been enabled, through the generosity of Messrs. Hart Schaffner & Marx, 
of Chicago, to offer in 1911 four prizes for the best studies in the economic 
field. 

In addition to the subjects printed below, a list of available subjects pro- 
posed in past years can be had on application. Attention is expressly 
called to the rule that a competitor is not confined to topics proposed in the 
announcements of this committee; but any other subject chosen must first 
be approved by it. 






. The history of the rate of interest in the United States. 

- The value of protectionism to American workingmen. 

The economic reasons for or against building a deep waterway from the Lakes to 
the Gulf. 

German experience in taxing the unearned increment from land. 

. The valuation of railways. 

An examination of government wages statistics. 

The effects of modern immigration in the Uuited States. 

- The value of organized speculation. 


Class B includes only those, who at the time the papers are sent in, are 
undergraduates of any American college. Class A includes any other 
Americans without restriction; the possession of a degree is not required of 
any contestant in this class nor is any age limit set. 


A FIRST PRIZE OF ONE THOUSAND DOLLARS, AND 
A SECOND PRIZE OF FIVE HUNDRED DOLLARS 


are offered to contestants in Class A. 


A FIRST PRIZE OF THREE HUNDRED DOLLAKS, AND 
A SECOND PRIZE OF TWO HUNDRED DOLLARS 


are offered to contestants in Class B. ‘The committee reserves to itself the 
right to award the two prizes of $1,000 and $500 of Class A to under- 
graduates in Class B, if the merits of the papers demand it. 


The ownership of the copyright of successful studies will vest in the donors and it is expected that, 
without precluding the use of these papers as theses for higher degrees, they will cause them to be issued 
in some permanent form. 

Competitors are advised that the studies should be thorough, expressed in good English, and although 
not limited as to length, they should not be needlessly expanded. They should be inscribed with an 
assumed name, the class in whieh they are presented, and accompanied by a sealed envelope, giving the real 
name and address of the competitor. If the competitor is in CLASS B, the sealed envelope should contain 
the name of the institution in which he is studying. The papers should be sent on or before June 1, 1911, to 


J. Laurence Laughlin, Esq. 
The University of Chicago 
Chicago, Illinois 








